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OBSTACLES TO EXPORTING FACED BY SMALL
BUSINESSES

FRIDAY, FEBRUARY 11, 1983

U.S. SENATE
COMMITTEE ON SMALL BUSINESS,
Seattle, Wash.

The committee met, pursuant to notice, at 2 p.m., in the North
Auditorium of the New Federal Buiiding, fourth floor, 915 Second
Street, Seattle, Wash., Hon. Slade Gorton (acting chairman of the
committee) presiding.

Present: Senator Gorton.

Also present: Creigh Hilen Agnew, legislative assistant to Sena-
tor Gorton, and Anne Sullivan, professional staff member.

STATEMENT OF HON. SLADE GORTON, A U.S. SENATOR FROM
THE STATE OF WASHINGTON, AND ACTING CHAIRMAN, COM-
MITTEE ON SMALL BUSINESS

Senator GOrTON [acting chairman]. We will get this meeting
starttla;l on time with a brief statement and then the first of two
panels.

Exporting means jobs. The Department of Commerce reports
that every $1 billion in exports represents about 31,000 jobs. In
1980, 1 in every 7 industrial jobs in this country depended on ex-
porting, and one-third of this Nation’s agricultural production was
going abroad.

Businesses in Washington State are in an excellent position geo-
ﬁraphically to pursue and successfully to exploit international mar-

ets, and the evidence indicates that they are doing so. One-fourth

of the manufacturing jobs in this State are export related, and
across all sectors exporting is responsible for 20 percent of this
~ State’s employment.

Despite these statistics, however, we have not yet realized our
full potential for exporting. The Commerce Department tells us
that there are at least 20,000 small firms in this country which
have the potential to competitively and profitably market their
products overseas but that they are not doing so.

As one of its priorities, the Small Business Committee is attempt-
ing to identify and to remove the obatacles which inhibit exporting
by small businesses. The committee started this é)rocess by survey-
ing nearly 1,300 small firms, both exporters and nonexporters, to
ascertain the exporting obstacles they encountered and to elicit
their suigestions for Government actions which will encourage ex-
porting by the small business sector. The results of this survey,

(1)
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published last August, and the record from hearings such as this
one will serve to inform the members of this committee about what
the Congress should be doing to increase U.S. exports of goods and
services.

Developing a strong export sector has been a priority of both the
96th and 97th Congresses. In 1980, at the urging of this committee,
Congress enacted the Small Business Export Expansion Act. This
legislation authorized matching grants to small businesses to estab-
lish small business export development programs. It established an
export revolving line of credit loan guarantee program in the
Small Business Administration to provide pre-export financial as-
sistance to small businesses, and it mandated the placement of
export development specialists in each one of the SBA's regional of-
fices.

In addition, since I joined the Senate in January 1981, Congress
has removed obstacles to exporting caused by our tax laws relating
to foreign earned income, and the Senate has passed legislation to
simplify and clarify the Foreign Corrupt Practices Act.

Most recently, legislation to facilitate and encourage the forma-
tion of export trading companies and associations has become law.
It is believed that this legislation will lead to exporting by a great-
er number of small and medium-sized firms, resulting in the cre-
ation of 300,000 to 600,000 new jobs by 1985.

Within this context, the Export Administration Act comes before
the Congress this session for reauthorization. As it now stands, this
act authorizes the President to impose controls on exports for rea-
sons of national security, foreign policy, and short supply. The act
raises many issues of national concern. The one that I am interest-
ed in hearing about today is how the businesses of our State have
faired under the existing act. I know that there have been prob-
lems, so I would like to hear about them and any suggested solu-
tions that the Congress should consider in its deliberations over
reauthorization.

With all of this as background, I look forward to hearing the tes-
timony of today’'s witnesses on the obstacles they have encountered
in developing export programs in their businesses and to hearing
any suggestions for action by Congress to remove those obstacles.

Our first panel is Mr. Fluke, Mr. Wheeler, Mr. Bird, Mr. Gellert,
andv Mr. Simon. I see four of those people here. Are we missing
one?

In any event, John, you are first on the list. We will be happy to
start with you.

STATEMENT OF JOHN M. FLUKE, CHAIRMAN AND CHIEF EXECU.-
TIVE OFFICER, JOHN FLUKE MANUFACTURING CO., EVERETT,
WASH.

Mr. FLUKE. Thank you, Senator. I look forward to the opportuni-
ty to present this testimony.

I might add, also, that the requirement that we submit 25 copies
of the testimony I'm about to give has been done and they are in
your people’s hands.

Senator GorTON. Thank you.
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Mr. FLUKE. Just in the way of introduction, there are about eight
pages which I will read to you. There is a number of documents
})ehind this which I shall not read. I will start reading that now, if

may.

My name is John Fluke. I am chairman and chief executive offi-
cer of the John Fluke Manufacturing Co. We build electronic test
and measurement instruments. Our fiscal year 1982 sales were
$154 million. I am also chairman of the Washington State District
Export Council.

Today I want to talk to you about the subject of export controls.
This process is very important to our company as more than 35
percent of our business is done overseas.

There has been much discussion of how the strength of the U.S.
dollar on foreign exchange markets has adversely affected U.S. ex-
porters. Our meeting here today can do little to change the value
of the dollar on world markets. However, this committee can work
to save exporters millions of dollars in expenses and gain us mil-
lions of dollars in sales, by simplifying export licensing procedures,
by eliminating the need for many licenses, and by expediting the
license review process.

During the past year, the John Fluke Manufacturing Co. has in-
curred excessive direct and indirect costs because of lengthy delays
awaiting the issuance of export licenses. The present “system” is
under such a mountain of paper and red tape that it is barely func-
tioning.

The export licensing process for the People’s Republic of China is
especially annoying—as an example of some of the difficulties we
run into—because the U.S. Government's public policy is to encour-
age trade with China and to restrict relatively few items.

It is the Fluke Co.’s experience that few license applications for
China are denied; yet, all are subject to months of bureaucratic
review and red tape. Included as part of my written testimony is a
case history of one export license application for China that took
nearly a year to be approved.

This case is a good example of all that is wrong with the export
licensing process. This license covered an agreement under which a
Chinese organization would assemble a Fluke instrument under
our supervision. This contract, valued at over $1 million, was
signed in September 1981 and required substantial planning and
expenditures by the Fluke Co. However, it was November 1982
before the export license was approved. The cost of financing the
project for this 14-month period easily exceeded $100,000 and the
majority of this expense is directly attributable to export licensing
delays. These delays were not only very expensive but seriously
strained our commercial relationship with the Chinese.

Export licensing procedures for the People’s Republic of China
must be improved if U.S. companies are to successfully compete
against the Europeans and Japanese in that market. Specifically,
we recommend:

One, the People’s Republic of China should be treated as a free
world country as is Yugoslavia in the export licensing process. Cur-
rently, license applications for China are subject to the same pro-
tracted review process that East bloc applications go through.



4

Two, for individual validated export license applications for
China, the Commerce Department should be given greater delega-
tion of authority. Every application need not be reviewed by a
number of other agencies in Washington, D.C. Fewer applications
should be sent to COCOM. Once COCOM has approved an applica-
tion for a particular instrument, subsequent applications should
not be sent there again. Review by COCOM, which appears to be
no more than a rubberstamp organization, adds at least another 60
datvs’ l;’:rocessing time to an application.

f the licensing situation for China does not improve soon, U.S.
companies will continue to lose ground to European and Japanese
competitors. We continue to read about how the administration
wants to expand trade with the People’s Republic of China. Howev-
er, China’s Foreign Minister Huang Hua recently summed up very
well the U.S. g:vernment’s export licensing poli.cy toward his
country by saying, “Loud thunder, but little rain.”

Another serious disincentive to exporters are U.S. unilateral
export controls. Included as part of my written testimony is an-
other case history about an export license application for a circuit
board tester for export to Bulgaria. This license was denied after
several months of “review” because of a U.S. unilateral export con-
trol. The end result was that the Fluke Co. lost a $106,000 contract
to an Italian company because their Government does not enforce
a similar export regulation.

We are already having enough trouble remaining competitive
with European and Japanese companies because of the strength of
the d(l)%lar. We don't need our own Government working against us
as well.

U.S. unilateral export controls of electronic instruments should
be eliminated when there is equivalent foreign competition.

A third example is this: One of the most serious failings of the
current export licensin%‘ﬁystem is the almost complete disregard of
“foreign availability.” The Export Administration Act directs the
Department of Commerce in reviewing export license aplplications
to take into consideration the availability of comparable foreign
products. Export license applications are supposed to be approved if
equivalent products are available from foreign suppliers.

The case history I just cited in discussing unilateral export con-
trols is a perfect example of the disregard of “foreign availability.”
During the review of this license, the Departments of Commerce
and Defense were informed several times that if the license was
denied the current contract would go to an Italian company. How-
ever, these agencies showed no concern about the lost business and
eventually denied the application.

The export licensing bureaucracy in Washington, D.C., must stop
working in a vacuum. The U.S. electronics industry now has very
serious competition in Europe and Asia and no longer monopolizes
many technologies. Increasingly, an export license denial means
the order will be:filled by a European or Japanese competitor.

I strongly urge you to enact legislation forcing the Commerce De-
artment to seriously consider “foreign availability” in the export
icensing process.

Still another example of difficulty is this: The commodity control

list as it is now written restricts far too many microprocessor-based
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instruments. We are now required to apply for export licenses for
many instruments that have a dedicated civilian purpose simply
because they contain a microprocessor.

Also, the commodity control list is written in extremely vague
and convoluted language few can understand. Our technical people
almost need to be trained as lawyers in order to sort their way
through all the ‘“howevers, exceptions, and footnotes.”

These regulations are also putting us at a competitive disadvan-
tage. We have learned that European governments interpret the
commodity control list much differently than does our Commerce
Department. For example, the British Government interprets an
entry relating to microprocessor-based instruments much more lib-
erally than does the Commerce Department. As a result, a data-
logger manufactured by one of our British competitors has been
classified as a nonrestricted item. This data-logger is equivalent in
its capabilities to a new Fluke data-logger. As it now stands, our
British competitor has been able to freely export to the East bloc
and China whereas we will be waiting months for license applica-
tions to slowly grind their way through the bureaucracy.

A commodity control list. written in plain English would solve
many of these interpretation problems.

Another problem is Project Exodus. Over a year ago, the U.S.
Customs Service and the Commerce Department began a program
called Project Exodus, an effort to prevent the illegal export of
high technology equipment. I might add parenthetically we fully
agree with this, but it's the method of operation that is annoying to
us.
We recognize that this effort is necessary to prevent the loss of
our technological edge, especially in military-related areas. Howev-
er, Project Exodus as it is now administered is seriously restricting
ethical companies from exporting noncritical technologies. This
program assumes that a company is guilty of violating the export
laws until proven innocent. That is, if the company can ever find
out which regulation they supposedly violated. The main problems
with Project Exodus are:

One, manpower. The Customs Service has assigned many new in-
spectors to major airports to catch illegal shipments. However,
there is not one inspector with technical expertise on tne West
coast, now the center of high technology industry. As a result,
these inspectors often hold up the shipment of products that clear-
ly do not require validated export licenses. Furthermore, the De-
partment of Commerce has not added staff to deal with the large
increase in their workload caused by Exodus, so the exporter’s
shipment ends up needlessly being detained for several months, a
very costly situation.

o, lack of an effective and timely appeal process. There is no
procedure allowing a company to quickly resolve questions about a
detained product’s classification. It now literally takes weeks just
to find out which specific entry of the commodity control list was
supposedly violated. Even after ferreting out the CCL classification
as well as identifying the licensing officer responsible for making
the final determination, one then faces an imprecise and often ca-
pricious determination procedure.



6

As an example, we have had products previously classified, in
writing, by one licensing officer as general destination items now
reclassified by another licensing officer as restricted items follow-
ing a detainment by Customs. These changes in determination re-
sulting from personal interpretations of the regulations make any
planning for export almost an irrational process.

In summary, U.S. exporters already have their hands full dealing
with a worldwide recession and the overvalued dollar. We do not
need any more disincentives to exporting, particularly from our
own Government. Your recommendations to Congress to simplify
export licensing procedures and to eliminate the need for many li-
cense applications will greatly assist U.S. exporters in remaining
competitive overseas.

Senator, that concludes my remarks. As I said, I will submit this
for the record.

Senator GorToN. Thank you. Your entire statement will be in-
cluded in the record following your oral presentation.

I intend to listen to the opening statement of each of you, and
then we will have questions.

Mr. FLUkE. | would like to say one more thing, if I may have just
one more sentence.

I think as we stand at the threshold from the vantage point of
1990 and look back on this decade, we will have seen whether we
have been successful in retaining a position in world trade or not,
and I think one of our main competitors will be the Japanese. They
are clever and they are hard-working, and they have good products.
They know how to get business.

Right now we are behind the eight ball a bit by the upper evalu-
ation of the dollar, which has resulted in a price increase of 30 to
4C percent. This sets the stage for a foreign customer to look else-
where, or the price differential may be enough to encourage them
to do it themselves. Then those markets will be gone forever. 1
think that will be a large consideration, and we will see whether or
not it materializes in just a short 8 years ahead, Senator. That wor-
ries me a little bit. It worries me corporately and it worries me na-
tionally. That’s another 2 cents’ worth.

Thank you, Senator.

Senator GortoN. Thank you.

Mr. Wheeler?

STATEMENT OF WILLIAM A. WHEELER, CHIEF EXECUTIVE
OFFICER, DECOTO AIRCRAFT, INC., YAKIMA, WASH.

Mr. WHEELER. Thank you.

I%ftoo, have given my 25 copies of the written statement to your
staft.

1 appreciate the opportunity to be here.

I am the president and chief executive officer of Decoto Aircraft
in Yakima, Wash. We are a $10-million-a-year business primarily
involved in the aerospace field.

Seldom does someone with a small, specialized business have the
oppcrtunity to address such a group with the ability to be specific
regarding problems of doing business in a global sense.



7

Decoto Aircraft designs and manufactures hydraulic actuators
and controls for the aircraft and aerospace industry.

The concerns amplified in my written statement fall generally
within three areas:

First, we have competitors from foreign countries taking business
from us in the United States. These companies are often subsidized
by their own government, generally by receiving financial support
in the area of nonrecurring costs, developrment, et cetera. Our
Export Administration Act tends to look at restrictions to our ex-
porting rather than any controls on imports from foreign compa-
nies.

Two, when we have had opportunities to export, we find that
competitors in foreign countries often have subsidies to enable
them to keep our products out. An example of this is in the licens-
ing of the Japanese Defense Agency to buy and then build the Bell
Helicopter AH1S Cobra. We have a proprietary product patented in
the United States on this ship. The Japanese Government will pay
up to 150 percent of the price we quote to enable a .Japanese com-
pany to develop a competitive item. Nowhere is there such consid-
eration given to a small U.S. company.

Three, in a larger sense where Boeing, Lockheed, Douglas, and so
forth, are competing in the world market, Airbus Industries has
emerged as a subsidized competitor.

Decoto Aircraft has exports related to commercial aircraft sales
of about 36 percent of our total sales. This 36 percent is made up of
direct spares sales to foreign airlines and having equipment on new
commercial aircraft. The Boeing Co., for example, our largest cus-
tomer, exports 60 percent of their production, and our equipment is
::fxorted with the planes. This, then, is the basis for future spare

es.

This 36 percent of total sales in exports translates into 60 of our
167 employees, or a large economic influence to Decoto Aircraft
and Yakima, Wash.

Airbus Industries is subsidized in many ways by the three major
countries that own it. One area where we must counter the foreign
governmental intervention relates to the Export-Import Bank. We
must establish policies that will permit quick, competitive financ-
ing to foreign airline customers fully competitive with terms of the
lenders for Airbus. The competitive elements—price, quality, and
serviceability—should be the basis of decision by a foreign airline
whether to buy from Airbus or a U.S. manufacturer, not the fi-
nancing terms that are artificially provided.

An example of foreign government financing hurting a U.S. man-
ufacturer, not even in a foreign country but right in our own coun-
try, is the case of the Metropolitan Transportation Authority of
New York City buying $622 million of subway cars from a Canadi-
an company rather than Philadelphia’s Budd Co. plant. By the
way, that is the largest purchase ever of subway cars in history.

The subsidy financing at 9.7 percent interest, below the commer-
cial rates, amounted to more than $100,000 per car on 825 cars, or
over $82.5 million of subsidy.

Our export-import policies should not allow such advantages to
be given foreign suppliers at the expense of cur own industries.
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I see that world economy has changed significantly from a few
years ago. If we want to sanction a foreign government, let’s get
our allies to agree to boycott to make the sanction work, rather
than restrict our own industries while enabling competing coun-
tries to fill the need.

For example, if Boeing cannot sell 737s to Libya, Libya buys
F-28's from the Dutch. If they cannot sell 767’s, the Libyans will
buy the Airbus A-310's. I fail to see that such a sanction is in the
best interest of the United States.

We at Decoto Aircraft are not alone in the Yakima Valley in
having difficulties concerning exporting. The agricultural industry,
far and away our largest area of the economy, has many barriers
to exporting, some similar to ours, some different. They have testi-
fied previously beforec your committee, so you are aware.

It is imperative that these problems be addressed when the
Export Administration Act is reauthorized this fall.

In closing, I appreciate the opportunity to participate in this
hearing, to know the Senate cares, and to hear other points of
view.

Thank you.

Senator GorroNn. Thank you.

Mr. Bird?

STATEMENT OF HARLEY W. BIRD, PRESIDENT, SPHERE SOLID
WASTE, INC., ACCOMPANIED BY RANDOLPH CARTER, VICE
PRESIDENT

Mr. Birp. Yes, Senator.

My name is Harley Bird. | am president and chief executive offi-
cer of Sphere Solid Waste, Inc. We are currently involved in the
manufacture and design of small water purification units. We are
also involved in various services associated with solid waste man-
agement and food processing.

We are pleased to be asked to testify on the obstacles faced by
small businesses in export trade. As you know, fewer than 15 per-
cent of all American businesses have substantial export activities.

International trade stimulates the economy, extends the shelf
life of consumer industrial goods up to 10 years on the average. For
the United States, exports especially to oil-producing countries, sig-
nificant exporting helps to reverse trade deficits. Primarily, For-
tune 500 companies are responsible for the vast majority of U.S.
export activity. However, our experience has shown that there are
substantial benefits to the small business in the world of interna-
tional activity.

We will limit our testimony to the barriers to trading in foreign
countries, as the above has been well documented and motivated
this hearing.

The three primary barriers to small business activity in foreign
markets are:

One, information. The timely and relevant access to information
regarding trade opportunities and trends in foreign markets.

Two, finance. Availability of credits to finance expansion into
foreign markets and credits to finance the sale of goods in those
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markets. Also, financing for bonds required by foreign govern-
ments.

Three, promotion. Aggressive placement of U.S. goods/services in
the marketplace and motivation of U.S. companies to participate in
those markets.

The obvious question arises with respect to the Government’s
role in reducing these obstacles and stimulating foreign trade by
small businesses.

Again, calling upon our experience, we have found the Govern-
ment and private sector to possess all the necessary tools to ad-
dress the problems and overcome them jointly.

Communicating trade opportunities to small businesses, inform-
ing them of ready business optportunities, is the No. 1 {Jriority.
There appears to be a number of well-structured agencies all gener-
ating the basic information gathered through consulates, embas-
sies, AID field officers, and regional agriculture stations.

Our recommendation is that a single small business liaison col-
lect and coordinate data from all of these agencies to a central pro-
gram. This program would widely disseminate and promote trade
opportunities to small businesses.

Another valuable service of trade leads, contracts, or trends
would be large U.S. firms currently involved in foreign trade. In
many cases, these large firms have needs which can be filled by
small U.S. firms. Particularly when involved in work supported by
direct U.S. funding, there should be a small business participation
goal. U.S. Fortune 500 firms can also plug into this information
network with ideas, leads, et cetera.

In many cases, an idea of the trend a nation is heading in or
world development trends can assist a small business to gear up to
?romote his products into that development market. Sources of in-
ormation could range from Departments of Defense, Commerce,
A?;i;:lulture, and State.

inancing exports present a barrier to foreign market develop-
ment to no less a degree than does the lack of market information.
To mention just a few needs in this area: (@) Export investigation
and foreign market intelligence gathering; (b) lines of credit for ex-
porting; (c) loan guarantees; (d) client financing; and (e) bond fi-
nancing.

An aggressive marriage of government and industry has proven
successful over the past 50 years in aerospace, military, and con-
struction. These projects often involve the spending of millions on
the promotion of successful trade.

A small business may not be equipped or motivated to enter a
foreign market and risk a loss of dollars or man-hours in unfamil-
iar cultures or business procedures. Here the Government can be
an indispensable tool—Government trade shows and other promo-
tional activities that place U.S. goods and business people in the
foreign market arena with traditional partners. Also, Government
can arrange for trade tours of foreign government officials and
businessmen across the United States to regional gatherings of in-
terested small business people.

When appropriate, Government officials can encourage purchase
of US. goods as a means of foreign assistance. Such activities in
agriculture have proven very successful.
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We believe that gearing up every appropriate branch of govern-
ment and government officials to promote U.S. products and serv-
ices in the foreign sector is a priority.

In conclusion, we would like to acknowledge the help we have re-
ceived from employees of a variety of agencies and embassy and
consultate officials. Small business is big business for America, and
exporting is becoming increasingly important to maintain the via-
bility and longevity of American small business.

Senator GorToN. Thank you.

Mr. Gellert?

STATEMENT OF MAX GELLERT, PRESIDENT, ELDEC CORP.,
LYNNWOOD, WASH.

Mr. GeLLerT. Thank you, Senator Gorton.

Good afternoon. My name is Max Gellert. I am president and
chief executive officer of the Eldec Corp. Eldec is a designer and
manufacturer of precision electronic and mechanical equipment for
the aerospace and marine industries. We expect our sales this
fiscal year to be in the range of $60 million. The jobs of 485 of our
1,155 employees in the Seattle area are directly related to our
export business.

The present administration of export regulations is slow, expen-
sive, and cumbersome for companies like Eldec. Satisfaction of
these regulations increases our cost of doing business, reduces our
competitiveness in interns’ nal markets which reduces our ability
to grow, earn profits, pay 1 .es, and expand our employment base.

A favorable balance of trade is needed by the United States to
maintain a strong and healthy economy. When the Federal Gov-
ernment exercises control over exports to implement foreign policy,
it may have an adverse effect on exports. In many instances the
contiol of exports may have negative effects on a particular indus-
try and/or particular companies. Therefore, it appears reasonable
to expect an environment of Government and industry participa-
tion and cooperation for the creation and administration of export
and import controls. We recommend the Federal Government un-
dertake four fundamental changes to legislation governing the con-
trol c;f exports, some of which are within the Export Administra-
tion Act.

First, we would urge amending the Export Administration Act to
eliminate the use of export controls on nonmilitary material and
information as a means of implementing foreign policy. There is no
evidence of success in the use of export controls with respect to for-
eign policy. The Soviet grain embargo and the Soviet oil pipeline
equipment embargo are good examples of the failures of export
controls to change the method of behavior of other nations.

Supporting foreign policy through export controls places intoler-
able burdens on U.S. firms that compete in foreign markets. Such
controls place U.S. companies in the position of being inconsistent,
unreliable, suppliers to our overseas customers. The uncertainty of
the availability of export licenses, the uncertainty of competitive
export financing, and the uncertainty of re-export authorization all
contribute to this image of inconsistency and unreliability.
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Firms which are successful in the export market depend on posi-
tive, long-term customer relationships. The aerospace industry,
with which I am most familiar, has historically maintained one of
the most favorable balances of exports over imports of any U.S. in-
dustry. The sale of comamercial aircraft is particularly influenced
by long-term customer relationships. More than half of the com-
mercial airliners built in the United States are sold to customers
outcide the United States. The sale of aircreft in internationai mar-
kets provides many jobs at Eldec for the manufacturing of equip-
ment for the aircraft and additional jobs to build spare parts over
the 20-to-25-year average life of such aircraft. This favorable trade
balance is in some jeopardy due to our foreign image.

Second, we recommend amending the Export Administration Act
by deleting re-export controls. There simply is no practical way to
control the movement of aircraft parts that are sold, leased, or bor-
rowed among the world’'s airlines. Re-export controls are, at best,
difficult to police and enforce, may cause delays in the sale of U.S.
products, are unique to U.S. goods, and an expense to U.S. firms or
firms dealing in U.S. goods. Most parts found on commercial air-
liners are freely available in international markets from non-U.S.
sources. Re-export controls are, therefore, ineffective, as there is
foreign availability of most of this equipment.

Third, we should clarify the definition of "munitions” in the In-
ternational Traffic in Arms Regulations. The U.S. State Depart-
ment is responsible for licensing and controling the export of muni-
tions. The present definition expressed by the State Department
regulations of a munition is an item which ‘is manufactured to
military specifications (mil-specs).” This definition, if applied liter-
ally, could include nuts, bolts, washers, et cetera.

It is ridiculous that we should go through the administrative
process of filing license applications, receiving license applications,
and maintaining files for all items containing parts buiit to mili-
tary specifications. Therefore, a product built for a commercial air-
craft which contains parts which meet military specifications could
be construed to be a munition per the State Department definition.

We have been unable to obtain a usable definition from the State
Department, even though some of the State Department officials
agree their present definition is not very workabie. With the help
of our counsel, we have developed a clearer definition which we
would propose. It is ‘“those pieces of hardware which are designed
or built specifically to military specifications to be used on a mili-
tary vehicle.”

Fourth, we recommend amending the Export Administration Act
to establish & single Government agency to grant export licenses
and to resolve international tangles. At precent, the following six
Government departments have export regulations and controls: the
Department of State, the Department of Commerce, the Depart-
ment of Treasury, the Department of Interior, the Department of
Energy, and the Department of Justice.

These regulations are difficult to understand, poorly or at least
slowly communicated, and often represent conflicts. The adminis-
tration of export regulations is slow, expensive, and cumbersome. It
has been our experience that Government agencies are not pre-
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pared to be responsive to the information needs of industry. We
have three specific experiences.

Qur first two experiences were very routine requests for informa-
tion. In the first case we requested a jurisdiction opinion from the
Department of State with respect to the classification of material
as munitions. We waited 6 months for the opinion.

In the second case we requested an opinion verifying our classifi-
cation of goods under the authority of the Department of Com-
merce. We waited 5 months for this opinion.

In the third case we have waited 15 months for the release of
some parts which were, in our opinion, improperly seized by
bounty hunters of the Customs Service and which have been de-
tained at the Seattle-Tacoma Airport. These parts are for the F-16
fighter being built in Europe by our NATO allies.

In each of these cases, the Government agency has been slow and
unregponsive. In each of these cases we have undertaken signifi-
cant expense to help find the resolution, which has significantly in-
creased our cost of doing business. If one Government agency, with
industry participation, were put in charge of export licensing and
resolving such interdepartmental conflicts, the whole country
would benefit.

Additionally, the majority of U.S. export shipments are nonmuni-
tions sent to free world destinations. We suggest a self-certification
procedure whereby exporters would operate under their own poli-
cies and procedures to self-grant export licenses for such ship-
ments. This license-granting process would be similar to the
present process used by Government contractors to safeguard clas-
sified material and is very similar to the process used by contrac-
tors to manufacture hardware for Government contracts.

Essentially, a Government agency would review and accept the
export policy and procedure system established by an exporter. The
exporter would self-police their operations to those policies and pro-
cedures. The relevant Government agency would possess the rights
to audit and inspection to insure compliance. We believe this proc-
ess provides adequate safeguards to meet national security con-
cerns and is responsive to the needs of industry.

Thank you, Senator, very much for allowing me to appear before
your committee.

Senator GORTON. Mr. Gellert, thank you.

Mr. Simon?

STATEMENT OF HERBERT SIMON, SECRETARY-TREASURER,
JOSEPH SIMON & SONS, INC., TACOMA, WASH.

Mr. SimoN. Thank you, Senator.

My name is Herbert Simon. I am secretary-treasurer of Joseph
Simon & Sons, a scrap processing firm operating in the State of
Washington since 1935. I appear here today on behalf of my firm,
the scrap processing industry in the State of Washington and the
Institute of Scrap Iron & Steel, Inc., the trade association repre-
senting the metallic scrap processing industry nationally.

1 submitted today, Senator, a complete statement. However, I
would just like to brief it with you to convey to you that the major
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obstacle to our industry in exporting today is the threat of regula-
bo& controls by our Government.

rap processing is a small business industry which takes the
wornout and obsolete metallics as well as the industrial byproducts
generated in the country and converts them into manmade raw
materials for the production of new iron and steel and other
metals. Utilizing recyclable metallics results in astounding environ-
mental benefits as well.

In short, it takes four times as much energy to make steel from
iron ore as it does to make the same steel from scrap iron. Scrap
iron is obviously a valuable commodity, and the United States has
virtually unlimited supplies of that commodity.

In a recent study commissioned by the Metal Scrap Research and
Education Foundation, it was found that there was an available in-
ventory of ferrous scrap at the end of 1981 amounting to more than
680 million tons, in other words, a 15-year supply even assuming
not another pound of scrap will ever be generated.

With a 15-year supply of scrap iron available and waiting for a
market today, that inventory is growing each day as the metallic
discards continue to be created throughout the economy. However,
it is clear that with an inventory of scrap discards that has grown
there must be more market if the scrap industry is to survive and
if this country is to gain the full value of the scrap materials that
it generates.

owever, there are other benefits to be gained by this country if
offshore markets are also developed, especiallf where there is no
realistic hope for a domestic industry to use all the available scrap
iron in a given region.

For example, the west coast—at the coastal location such as
Washington much more scrap is generated than can be possibly
utilized locally. The value of a viable scrap export trade in scrap
iron and its positive balance of trade-balance of payments contribu-
tion cannot be overestimated in these times of trade deficits.

This administration, as have others before it, realizes that in
order for the American economy to prosper there must be a world
market for American products. There just isn’t enough market
demand for what American can produce if it looks only to its own
shores as the market’s limits.

Therefore, in order to meet the survivai need, my company and
many others like it undertook an intensive foreign market develop-
ment program, and it worked. We were able to show that a small
businessman, such as ourselves, with a high;l)('l desirable product
could find a niche in the world market by making positive contri-
butions to a balance of trade.

Scrap iron came from nowhere to become a major contributor to
the plus sign of American international trade, one of few American
industries making such a contribution.

We made the needed investments, committed large amounts of
capital to be certain we could supply the needs of all consumers,
both foreign and domestic. We made sure to meet those needs.

It should be stated that no American consumer was ever able to
bufr all the scrap iron he wanted when he wanted it.

n early 1973, when a few American stéel mills found they had
difficulty in making as much money-producing steel as they felt ap-

17-870 0 - 83 - 2
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propriate, what happened specifically was that these few mills
found within the short supply provisions of the Export Administra-
tion Act to induce the Federal Government to induce export con-
trol. It was not a question of availability of materials. Rather, those
mills felt that price controls of their raw materials would be in
their best interest. Unfortunately, big business prevailed and the
export of scrap iron was limited.

However, in 1979 the Findley amendment was added to the
Export Administration Act at the behest of certain mills and
foundries to monitor scrap. Because monitoring in the minds of for-
eign buyers always leads to controls, buyers placed orders for more
than is needed to insure that their orders are recorded in advance
of controls, thereby increasing their chances of obtaining the
needed materials.

Because monitoring now finds order levels, the controls were
found to be justified.

However, fortunately, in 1980 when the new monitoring provi-
sion was tested, the petitioners failed to prove their case, and the
Department of Commerce said no to the request for monitoring.

The defense to us was costly, not just in travel dollars and legal
fees, but because America’s reliability as a scrap supplier was now
further challenged. The consequences were that they, the foreign
markets, looked for alternative sources of scrap iron, and today, be-
cause of many other world situations, American scrap is facing
strong new competition from British and Russian scrap in addition
to the historical competitors.

In conclusion, Senator, there is no reason for the Federal Gov-
ernment to exercise regulatory controls in the scrap export market,

As a small business man, I ask that Congress of the United
States correct the adverse impact that misdirection of the Export
Administration Act has had on the scrap industry and the Nation's
interest in exporting scrap.

There has never been a scrap iron shortage, and the statutes
should no longer be usable to impose domestic price coatrols in the
absence of proven short supply.

I want to thank you for allowing me to be here today, Senator.
I'm available to answer any questions you might have.

Senator GorToN. Thank you.

To the extent that I have not aiready said so, the full written
statements of all of you who paraphrased or shortened them will
be included in the record following the oral presentations.

Most of these questions will be general in nature, and any of you
can angwer them, as you will.

Have any of you ever been denied a license to export a product
to a Communist country only to find that a foreign competitor was
able to obtain such a license or able to supply an equivalent prod-
uct.

Mr. Fluke, you seem to be nodding in the affirmative.

Mr. FLUKE. Yes, sir. We have found with reasonable frequency,
however you define ‘“reasonable,” failure to take in the fact that
there are competitive models to our instrument that may not be
the same but they can generally fill the bill, or maybe in some
cases are superior, and we run into it relatively frequently.
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Also, I think I might add the fact of availability—and this situa-
tion existing frequently is lost sight of by the license-granting au-
thority. They don’t seem to be completely wise to it or want to take
it into account very much.

It happens rather frequently. What’s more, I think it will happen
more frequently in the future, simply because a lot more people
are getting into the business. It is a serious part of it.

Mr. WampoLT. Could I please make a comment on that?

Senator GorroN. Would you identify yourself, please?

Mr. WaMsBoLT. Yes. My name is Ron Wambolt. I'm a partner of
International Operations for the John Fluke Manufacturing Co.

It is not the final denial of the license that ultimately causes the
majority of our business to be lost, but it is the delay. For example,
since Mr. Fluke prepared his speech, we just learned that we lost a
$500,000 order to a U.K. manufacturer from users in China, simply
because they knew we could not supply our product in less than a
3- to 4-month delay going through the licensing process. They
needed the product faster.

What is particularly annoying to us is that they would have
bought vur product had we been able readily to supply it, and we
know the license would have ultimately been issued.

Senator GorToN. That was what I was going to ask.

Mr. WaMmsoLT. Hundreds have been issued for the same product
to us.

Senator GORTON. And that is one of the reasons that you made
the suggestion that there be a generic license?

Mr. FLUKE. Yes, sir.

Senator GOorTON. Let me ask the same question in a little bit
broader fashion and see if it applies to any of the other four of you.
I will take out the Communist country part of that question and
ask whether you have had serious problems in obtaining licenses to
export an item which is pretty clearly available from other foreign
competitors of your own. Mr. Simon?

Mr. SiMoN. Yes, Senator. Back in the 1960’s we had export con-
trols on nonferrous metals as well as scrap iron. They issued li-
censes t0 those who had historical records, thereby being able to
limit the amount of export. What it did really was discriminate
against many of the other people who were in the industry in being
able to supply the world markets. Therefore, competitors around
the world were able to supply world markets.

Senator GORTON. Mr. Gellert, do you want to make a comment?

Mr. GELLERT. In our case it has never really been denied. It has
just been the delay that caused the problem rather than denial. 1
do not recall our ever having been denied a license, but the delays
are sometimes equivalent, as John Fluke mentioned.

Senator GORTON. Let me follow up on that, and maybe Mr. Fluke
partially already answered this question.

What is the lapse time usually in getting a license? Maybe I can
divide that question into two parts. What is the lapse time in get-
ting a license to something which already has been licensed for a
previous sale as against the time it usually takes to get a license
when you are trying for it for the first time for a particular piece
of equipment?
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Mr. GELLERT. In our case it ranges from 2 weeks to 6 months.
There is no set pattern.

Senator GorToN. You have no way of predicting how long it is
going to be in a given case?

Mr. GeLLERT. Not too well; no.

Mr, FLUKE. There is no way of predicting, Senator. I would like
to refer to Mr. Wambolt. He is directly associated with it. Applying
for licenses is a daily occurrence in our place, s0 we have a fairly
good cross section.

Mr. WamsoLT. In the first instance, it is pretty hard to predict,
but it is probably 7 to 8 months down to a minimum of 4 months if
we huve fxad previous approval for that product.

Senator GorTON. What you are saying is that even when you
have had a previous approval it is seldom less than 4 months?

Mr. WamBoLT. Very rarely would it be less than 4 months. The
very minimum would he 90 days.

Senator GorTOoN. What is the explanation for that? Why
shouldn’t that be {ust a routine request.

Mr. WaMBoLT. I believe a b%ﬁpart of the problem is simply che
workload of the people in the Office of Export Administration, just
g(letting around to even finding your letter and processing your ap-
plication.

Senator GorToN. Could the people who administer that act, as a
rractical matter, successfully administer the act if once a particu-
ar item had been licensed for export you did not need further li-
censes for it, or would that be simply an invitation for some un-
scrupulous exporters to call other things by the same name and
sell overseas things that could not otherwise be licensed?

Mr. WamegoLr. I think if we had approval for the same product,
at least only the same end-users that we received approval for
before—we do not necessarily need a blanket approval for that
product to all end-users. If we had an approval for an end-user who
was once approved, it would be very hel;;’)ful.

Senator GorToN. John?

Mr. FLUKE. It strikes me that, talking a little bit more about
that, Senator, there is an opportunity to simplify the process mate-
rially and retain our competitiveness with what is going to be a
sharper thrust by the foreign sources.

I would think that any company would be willing to have ap-
proval by model number for a given country or given countries, as
the Government may elect, recognizing that there is a need for
some surveillance, and have it extended at the Government’s pleas-
ure for time or a fixed time, or whatever might be possible, to cut
out the ceaseless monotony of applying and applying and applying.

We do some 35 percent business overseas, and that results in a
s}lzable number of orders, so we always have requests for license in
the air.

There is one other factor I think it might be well to mention
here. When we submit a request for license to the Department of
Ccmmerce, we know where it goes, but try to find anything out
after that is just impossible.

We had an urgent case a while back where one of our people
went to Washington, D.C., to try to dig one loose. After rattling
around there a good part of a week at least, he was told by a
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person of reasonable rank, but I do not recall who it was right now
and it is not important, that they could not tell where it was, that
he had just better go home and wait for it. When he got home, the
license was laying on his desk.

The procedures are just horribly inadequate and uncheckable.

Senator GortoN. If this single change were made in the act to do
exactly what you two have proposed to this point, and maybe for
the rest of you here, how much help would that be to you and your
business? How would it affect your prices and how many more
sales would you be able to make?

Mr. FLUKE. It would be a sizeable help. .

Ron, you may want to add your opinion to this. 7

First of all, one of the most important things we have in dealing
with a customer—there are two important things, the pricing and
the delivery. He buys it for some purpose, and it has to be a satis-
factory price. However, let’s leave the pricing out because it is in
issue In this thing. It is the uncertainty of delivery, particularly if
it is used in a production process or a time process of some sort.

I would guess what we are doing by not giving that full weight is
we are just encouraging them to look elsewhere or do it them-
selves, as | said.

The second thing is that there is a ceaseless—we get an order
one day from a country and we agply for a license for that. A
couple days later we get another order for the same thing, and we
have to go through it all over again. It seems s0 needless for a time
increment that is much more than is required for resolution. I
think it is beyond the realm of reason.

When you consider the amount of business that we do, it is not

at but it is not insignificant, either. This just has one heck of a
ot of these things—the manpower, the checkup, the phone calls. It
is the best friend that the telephone company ever had just because
we are calling to find out where the heck they are.

The repetition required, apparently interpreted into the law—
and [ am not familiar with the law in detail, but there is no such
thing as a blank pencil. When you get another order, you have to
have the ticket that goes with it.

It just seems so needless to do this and so restrictive of this com-
pany’s effective foreign trade to require that. We are our own
worst enemies, Senator, in this case.

I think there is also a matter of getting parts, which has already
been referred to. It adds further to it, and soon a customer gets fed
up and says, “Heck.”

Senator GORTON. Mr. Gellert?

Mr. GeLrErT. I would say in our case it would have a very mini-
mal effect on the cost of our parts. Qur parts normally go into
other parts. Believe it or not, we supply parts that go into the
Airbus, also.

We have a very hard time selling over there because of this prob-
lem of reliability and their being able to rely on us. They will use
every excuse to buy, in many cases, inferior parts from local suppli-
ers because they say, “Well, we can’t rely on American compa-
nies.

A case in point, on some of the parts that we supplied to the
Airbus, it took some of the airlines, particularly Lufthanse and
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Swiss Air, to almost force Airbus to use our parts because they said
the parts they were getting from the French supplier were inferior
parts. It is more a case of reliability. ;

Senator GORTON. It is time and reliability——

Mr. GELLERT. Right. -

Senator GoRTON [continuing]. More than price.

Mr. GELLERT. Right.

Senator GORTON. As you know, there was a great deal of pressure
in the last Congress for the passage of so-called local content legis-
lation to restrict imports into the United States. Personally, of
course, I am very, ver{ strongly opposed to that kind of legislation,
but I would like to ask each og you whether or not you have come
up against increasing domestic content legislation on the part of
countries or places in which you sell your products. Is this some-
thing which is happening and inhibiting exports at all overseas?

Mr. FLUKE. It has not appeared to us, Senator.

Mr. SiMON. Senator, in terms of the scrap iron industry, we have
not really been affected by limits of imports of our raw materials
into their countries.

As an industry, we are 100 percent against limitation of import
controls. We believe in the free market trade, and that has been
our position over a long, long period of time.

Senator GorToN. Does anybody else wish to comment?

Mr. GELLERT. I would say it is done in matters that are much
more subtle than legislation. I think I mentioned in my testimony
about indust -iovernment cooperation. It appears to us in coun-
tries with which we deal that there is much more industry and
Government cooperation, so that any obstacles that are put in the
way of our exporting or the foreign companies buying our parts are
due to pressure from the Government, rather than due to legisla-
tion from the Government.

Senator GOrRTON. Go ahead, Mr. Wheeler.

Mr. WHEELER. In my comments I referenced this situation in
Japan. We find that it is virtually impossible—we do not make
things that are unique, but we do find in the cases that I men-
tioned that the Japanese Government would pay 150 percent of the
price to have it made in their country as opposed to buying the ex-
isting product from our country.

There are other situations where we lose business in our own
country because of subsidies that are granted in foreign countries,
either to cover nonrecurring costs or to finance equfﬁgx_ent. I do not
favor those sorts of assisiance here, but it is very difficult to com-
pete when it virtually approaches dumping in that the production
costs of the product are not borne by the manufacturer in the for-
eign countries in many cases. Thef' are subsidized. .

nator GorToN. Would you all expect that if the U.S. Congress
were to pass domestic content legislation you would be immediately
facedrtg,vith similar legislation and rules in countries to which you
export?

n’t just nod your heads. You have to say it in order to be on
the record.

Mr. GELLERT. I do not know.

Mr. WHEELER. ]I think there would be a possibility of that, yes.

Mr. FLUke. There is always a possibility of reciprocity, Senator.
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Senator Gor1oN. Let me ask you, while I have you here, about
one other statute which has sometimes been claimed to inhibit ex-
ports.

Have any of you encountered problems in your own businesses as
a result of the provisions of the Foreign Corrupt Practices Act?

Mr. FLuke. We do not seem to have any, Senator. We have noth-
ing to say on that.

Senator GORTON. It looks like in that respect no one on this
panel has experienced that.

If I may, I would like to thank each of you for using your valua-
ble time for coming and helping us out this afternoon.

As I said in my opening staternent, we will have to renew the
whole Export Administration Act well before the end of this year.
As each of you knows, this is very controversial. The kinds of posi-
tions which you have taken are controverted, of course, by others
who are afraid that all of our technology, or much of our technol-
ogy, even of military use, will go elsewhere. I think you have made
an excellent case for a number of significant changes which our
economy simply needs in order to grow and to prosper because of
our great dependernice on foreign trade.

Mr. FLUKE. Senator, if I may, I just have one more sentence or
two.

One thing that was not discussed too fully was Project Exodus.
The customs agent may be an effective fellow in general, and I do
not wish to contest that, but when it comes to judging some of this,
particularly with the vagueness of the law, we find it to be a par-
ticular nuisance to have those people wading into the scene and
not knowing really what they are looking for.

As I mentioned in my testimony, there is an assumption that we
are guilty until proven innocent. We have had a number of hold-
ups, and it is very difficult to find out the reason why or the cir-
cumstances surrounding it, of things being grabbed by unknowl-
edgeable people, fouling things up.

I do not think it is very effective. I think it is a detriment and a
cost runnerupper in the first order to the export process.

I do not disagree with the purpose use [ think there have to
be some checks. There has to be some p8licy observed, but to be puc
in the hands of inept people, which they are for this particular ap-
plication—and I would not go further than that—is causing a lot of
headaches for us. I think that probably ought to be part of the con-
sideration.

Senator GorToN. That is a commonly expressed complaint.

Mr. GELLERT. May I say one thing? I think my company—and I
am sure our trade association—wants to offer that if we can pro-
vide any further information or any further help in getting some of
these restrictive practices amended in the renewal of the Export
Administration Act, we would be more than happy to have the
staff call on us at any time. If we have to come to Washington,
D.C., to help, we will do that, tco.

Senator GorToN. Thank you for the offer.

[Material follows:]
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SECTION I - QRAL IESTIMONY

My name is John Fluke, I am Chairman and Chief Executive Officer of
the John Fluke Mapufacturing Company; we build electronic test and
measurement instruments. Our Jiscal year 1982 sales wsre $154

million. I am also Chairman of the Washington State District Export

founcil.

Today I want to talk to you about the subject of export controls;
this process is very important to our company as more than 35% of

our business is done overseas.

There has been much discusaion of how the strength of the U.S.
dollar on foreign exchange markets has adversely affected U.S.
exporters. Our meeting here today can do little to change the value
of the dollar on world markets. However, this committee can work to
save exporters millions of dollara in expenses and gain us millions
of dollars in sales, by simplifyimg axport licensing procedures, by
eliminating the need for many licenses, and by expediting the

licenae review process.

During the paat year, the John Fluke Mfg. Co. has incurred excessive
direct and indirect costs because of lengthy delays awaiting the
issusnce of export licenses, The present "system"™ i3 under such a

mountain of paper and red tape that it is barely functioning.



A. PEOPLE'S REPUBLIC QF CHINA

The expcrt licensing process for the People's Republic of China 4is
especially annoying because the U,S. government's public policy is

to vncourage trade with China and to restrict relatively few items.

It is the Fluke Company's experience that few license applications
for China are denied yet all are subject to months of bureaucratic
review and red tape. Included as part of my written testimony is a
case history of one export license application for China that took

nearly a year to be approved.

This case is a good example of all that is wrong with the export
licenaing process. This license covered an agreement under which a
Chinese organization would assemble a Fluke instrument under our
supervision. This contract, valued at over $1 million was signed in
September, 1981 and required substantial planning and expeditures by
the Fluke Company. FHowever, it was November, 1982 before the export
license was approved. The cost of financing the project for this 14
month period easily exceeded $100,000 and the majority of this
expense is directly attributable to export licensing delays. Theae
delays were not only very expensive but seiously strained our

commercial relationship with the Chinese,
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Export licensing procedures for the People's Republic of China must
be improved if U.S. companies are to successfully compete against
the Eurcpeans and Japanese in that market. Specifically, we

recommend:

1) The People's Republic of China should be treated as a free world
country as is Yugoslavia in the export licensing process.
Currently, license applications for China are subject to the same

protracted review process that East Bloc epplications go through.

2) For individual validated export license applications for China, the
Commerce Department should be given greater delegation of
authority. Every application need not be reviewed by a number of
other agencies in Washington, D.C. Fewer applications should be
sent to COCOM. Once COCOM has approved an application for a
particular instrument, subsequent applications should not be sent
there again. Review by COCOM, which appears to be no more than a
rubber stamp organization, adds at least another 60 days processing

time to an application.

If the licensing situation for China does not improve soon, U.S.
companies will continue to lose ground to European and Japanese
competitors. We continue to read about how the administration wants
to expand trade with the People's Republic of China. However,
China's Foreign Minister Huang Hua recently summed up very well the
U.S. government's export licensing policy towards his country by

saying, "Loud thunder, but little rain.™



B.

IS, UNILATERAL EXPORT CONTROLS

Another serious disincentive to exporters are U.S. unilateral export
controls. Included as part of my written testimony is another case
history about am export license application for a ecircuit board

teater for export to Bulgaria. This license was denied after several
months of "review” because of a U.S. unilateral export control. The
end result was that the Fluke Company lost a $106,000 contract to an
ltalian company because their goveranment does not eanforce a similar

export regulation.

We are already having enough trouble remaining competitive with
Europeaa and Japanese companies because of the strength of the
dotlar. We don't need our own government working against us as

werl.

U.S. unilateral export controls of electronic instruments should be

eliminated when there is equivalent foreign competition.
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C. [EOREIGN AVAILABILITY

One of the most serious failings of the current export licensing
system is the almost complete disregard of “foreign availability."®
The Export Administration Act directs the Department of Commerce in
reviewing export license applications to take into consideration the
availability of comparable foreign products. Export licanse
applications are supposed to be approved if equivalent products are

available from foreign suppliers.

The case history I Jjust cited in discussing unilateral export
controls is a perfect example of the disregard of "foreign
availability™, During the review of this license, the Departments
of Commerce and Dafense were informed several times that if the
license was denied the curreant contract would go to an Italian
company. However, these agencies showed no concern about the loast

business and eventually denied the application.

The export licensing bureaucracy in Washington, D.C. must stop
working in a vacuum. The U.S. electronics industry now has very
serious competition in Europe and Asia and no longer monopolizes

many technologies. Increasingly, an export license denial means the

order will be filled by a European or Japanese competitor.

I strongly urge you to enact legislation forcing the Commerce
Department to seriously consider "foreign availability" in the

export licensing procesa.

w



D.

JHE COMMODITX CONTROL LJSI

The Commodity Control list as it is now written restricts far too
many microprocessor based instruments. We are now required to apply
for export licenses for msny instruments that have a dedicated

civilian purpose simply because they contain a mioroprocesasor.

Also, the Commodity Control 1ist is written in extremely vague and
convoluted language fev can understand. Our technical pesople almost
need to be trained as lawyers in order to sort their way through all

the "howevers, exceptions and footnotes®.

These regulations are also putting us at a competitive disadvantage.
We have learned that European governments interpret the commodity
control list much differentiy than does our Commerce Department. For
example, the British government interprets an entry relating to
microprocessor based instruments much more liberally than does the
Commerce Department. As a result, a data-logger manufactured by one
of our British competitors has been classified as a non~-restricted
item. This data-logger is equivalent in its capabilities to a new
Fluke data logger. As it now stands, our British competitor has
been able to freely export to the East Bloc and China whereas we
will be waiting months for license applications to slowly grind

their way through the bureaucracy.

A Commodity Coatrol list written in plain English would solve many

of these interpretation probtlems,



E. [FPROJECT EXQDDS

Over a year ago, the U.S. Customs Service and the Commerce
Department began a program called Project Exodus, an effort to
prevent the illegal export of high technology equipment. We
recognize that this effort is necessary to prevent the loss of our
technological edge, especially in military related areas, However,
Project Exodus as it is now adninistered is seriously restricting
ethical companies from exporting non-oritical technologies. This
progran assumes that a company is guilty of violating the export
laws until proven innocent. (That is, if the company can ever find
out which regulation they supposedly violated.) The main problems

with Project Exodus are:

1‘) MANPOWER -~ the Customs Service has assigned many new inspectors to
major airports to catch illegal shipments. However, there is not
one inspector with technical expertise on the West Coast, now the
center of high technology industry. As a result, these ina;;ectors
often hold up the shipment of products that clearly do no: require
validated export licenses. Furthermore, the Department of Commerce
has not added staff to deal with the large increase in their
workload caused by Exodus. So the exporter's shipment ends up
neediessaly being detained for several months ~ a very costly

situation.
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2) LACK OF AN EFFRCTIVE AND TIMELY APPEAL PROCESS - thers is no
procedurs allowing a company to quickly resolve questions about a
detained product's classification. It now literally takes weeks
Just to find ocut which specific entry of the Commodity Control List
was supposedly violated. Even after ferreting out the CCL
Classification as well as identifying the licensing officer
responsible for making the final determination, one then faces an
imprecise and oftsn capriciocus determainmation procedurs. As an
example we have had products previocusly classified, IN WRITING, by
ons licensing officer as General Destination items now re-classified
by another licensing officer as restricted items following a
detainment by Customs. Thesa changes in determination resulting
from personal inurpnutiona of the regulations make #ny planning

for export almost an irrationsl process,
SOMMARY

U.S. exporters already have their hands full dealing with a
world-wide recession and the over-valued dollar. We do not need any
more disincentives to exporting particularly from our own
governoment. Your recommendations to Congress to aimplify export
licensing procedures and to eliminate the need for many license
applications will greatly assist U.S. exporters in remaining

competitive overseas.

17-870 0 - 83 - 3



SECTION II ~ WRIITEN TESTIMONX
A. ELDXE EXPORT LICENSING ACTIVITY DURING FISCAL YEAR 1982

An examination of the Fluke Company's experience with the export
licensing process during the past 12 months (see details below) leads
one to several inescapable conclusions:

- The licensing of Fluke Products is essentially an expensive and time
consuning paper processing exercise.,

« Few applications for China are being denied but all are subject to
several months of bureaucratic review.

- Applications to export to Eastern Europe are likely to be denied or
subject to a very protracted review process.

- Export licensing is a fragmented process spread throughout the
lepartments of Commerce, Defense, State, Energy and the CIA. Thers
is no system in place allowing a company to quickly check on the
status of an export license application. The statutery time limits
for processing applications are largely ignored by these agencies.
Because the process is so fragmented, officials of one agency are
always blaming other agencies for processing delays or will deny an
application based on the "belief" another agency would not approve
it.

- Countless telephone calls to OEA officials go unreturned. Written
requests for the status of pending license applications generally
are not answered. Legitimate requests to expedite license
application reviews, such as possible cancellation of a contract or
expiration of a letter of credit, are usually ignored.

= Department of Commerce personnel are not technically qualified to
evaluate many license applications. If they do not understand an
instrument, they are likely to deny an application in order to play
it safe.

LICENSING DETAIL

Within the past 12 months, the Fluke Company has submitted 61
applications for validated export licenses. To date,

- 20 were approved (33%)
~ 4 were denied ( 7%)
~ 3T are pending (60%)

The 61 applications covered Fluke sales of $3,585,240 or approximately
2.3% of total 1982 revenues. Presently, shipments valued at
$2,094,197 are on hold awaiting issuance of export licenses.
Shipments valued at $110,050 were denied export licenses within the
last 12 months.
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Eacple'a Republic of China

During the past year, 43 export licenses applications for China were
submitted, To date,

- Ten applications were approved valued at 41,317,380
= Two applications were denied valued at 27,675
~ Thirty-one applications are pending valued at 1,985,355

Total for China 3,330,410

For those applications which were approved:

-~ Three months was the fastest processing time.

- Eleven and cne=-half months was the slowest processing time.
~ Four and one-half months was the average processing time.

‘X'he.bbdel 8520A Assembly Agreement license was submitted nearly one
year ago. It was finally approved on November 12, 1982.

It is important to note that gnly two applications for China, dboth for
the same instrument model, have been denied.

XUGOSLAVIA
Within the past year, six applications were filed. To date,
~ Six were approved valued at $1,140,864
=~ None were denied
- None are pending
Total for Yugoslavia 41,140,864
Of the four applications that were approved three were processed in

about a month and a bhalf and the other application required four
months of review.

10



32

EASIERN EUROPE (Bulgaria, Hungary, Romania and Czechoslavakia)
-~ Six applications have been submitted. Of these:

= One was partially approved valued at $ 2,745
~ One denied, another partially denied valued at 111,050
- Four applications are pending valued at

Total for Eastern Europe 208,656

The one license that was partially approved was processed in three
months. There is a good chance that most of the pending applications
will be denied by the Defense Department. One of the pending
applications was submitted over a year ago.

ZEREE HORLD® LICENSES
Five license applications were filed for non-communist countries not

covered by our distribution license; Kuwait, Zimbabwe, the Ascension
Islands and Iraq.

-~ Three were approved valued at ¢ 32,079

=~ Nons were denied

- Two are pending valued at 13,981
Total $ U6,060

The approved "free world™ applications were processed in about one
month's time.

LOSTOMS SEIZURES

Within the past four montha, five Fluke shipments to China have Yeen
detained or seized by U.S. Customs in Seattle and San Francisco.
All of these cases were a result of "Project Exodus,® a program by
the U.S. government to prevent the illegal shipment of high
technology equipment. This program is having a serious impact on the
flow of Fluke inatruments to China. Specifically,

- Customs Inspectors do not have sufficient training to enable them to
distinguish between a voltmeter and many housshold appliances. As a
result, they are needlessly detaining numerous shipments of
electronic instruments bound for Chima.

~ Many Customa officials do not understand the export licensing
process; believing that the State Department issues licenses to ship
to unfriendly "Communist countries,®

11
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= Cnce Customs detains a shipment, they send coples of the shipping
documents and the technical specifications to the Commerce
Department in Washington, D.C. to determine if the shipment should
have been licensed. In many cases, the Commerce officials are
classifying inatruments as restricted items without adequate
technical information and are not referencing the instrument's
export licensing history. Two Fluke instruments, which in the past
Commerce stated do not require an export license have been seized by
Customs because one Commerce official now believes they should be
restricted. Also, there is no administrative prncedure to appeal
these "technical®™ determinations.

Three Fluke shipments are currently seized by Customs, These
instruments should be classified as "G-Dest" items. Despite numerous
packets of technical information, personal visits and telephone
calls, litte progress has been wade in securing the release of these
shipments.

Customs officials recommend that all Fluke inatruments that do not
require an export license, known as "General Destination™ or
"G~Dest™ items, be classified as such in writing by the Commerce
Department. However, because of the backlog of licensa applications,
"G-Dest" classifications are a very low priority at the Commerce
Department. One request for a "G-Dest" determiunation took nearly 3
nonths to obtain and required three perscnal visits and at least
five letters to OEA,

12
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B. ELUKE COMPANY RESOURCES REQUIRED EY IHE EXPORT LICENSING EROCESS

Y. DIRECT CQSIS

Our direct expenditures for personnel, travel and related support
costs to mest the export licensing process in FY 82 exceeded one
quarter of a million dollars., These costs are broken down as
follows:

~ One full time export licensing administrator and half time support
of one secretary.

« One member of Flui:e legal staff is devoting half time to export
licensing.

- The Manager of International Market Development is spending 25% of
his time on export licensing matters.,

= Individuals in internationsl order processing, shipying and at the
Fluke subsidiary in the Netherlands devote approximutely 10% of
their time preparing documentation to assure compliance with export
regulations.

= The Sales Manager for Asia spends about 158 of his time on export
licensing matters relating to China.

-~ An individual within each Businesa Unit devotes about 5% of their
time classifying Fluke instruments under the export commodity
control list and speaking with export licensing officials in
Washington, D.C.

= Outside counsel has been retained throvgh the summer and fall of
1982 to help expedite applications and t¢ assure compliance with the
export regulations. Cost in fiscal year 1982 of such counsel was
$4,000.

- Within the past year, six trips have been made to Washingtonm, D.C.
to meet with export licensing officialas.

= Other expenses to support the licensing process are substantial.
Phone bills to Washingteon, D.C. are very high. (Few calls are ever
returned). At OEA's request, all applications and correspondence
with them are sent via courier service as they cannot assure that
regular mail will ever reach them.

13
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JINUENTORX/PROJECT FINANCING COSTS

Once an order or project requiring an export license is received,the
Fluke Company will normally begin building the instrument or will
astart preparation for the project. Most contracts with Chinese or
East Bloc customers are covered by letters of credit under which
payment is not made until well after the goods are shipped. Shipment
is usually mads shortly after receipt of the validated export
license. The tremendous cost of financing this inventory is best
illustrated by the Fluke Company's experience with export licensze
applications for China., During the past year, licenss applicationa
were submitted for orders totaling $3.3 million. Assuming the
average processing time we have experienced, it has been about five
nonths before we can make shijment. At an average interest rate of
15% for the year, financing costs for thess China orders alone was
approximately $208,000.

AESQURCES BEQUIRED FOR IHE EXPQRT LICENSING PROCESS DURING 1983.

With the anticipated growth of Fluke sales in China and the U,S.
Customs Service's efforts to restrict the illegal export of high
technology equipment to Communist countries, a considerable amount
of additional work is needed over the next year to assure compliance
with the export regulations and to prevent seizures of Fluke
shipments.
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Standard procedures must be developed for classifying instruments
and components and for licensing procedures,

Training manuals and courses nsed to be developed for domestic and
international order processing, shipping snd sales and marketing
personnel to assure understanding of and compliance with export

licensing regulations,

A substantial smount of time, both on the phone and in person, will
have to bs spent with Customs Service personnel, explaining the U0.S.
goverrment's export regulations and Fiuke Company efforts to oomply
with those rules.

4 reporting system will be developed to asaure that appropriate
parsonnel are informed about changes in the regulations and the
status of license applications.

Our exports in 1983 would be substantially higher if these resources
could be used to develop business, rather than being wasted on a
seexingly unneeded process.

15



ARCTION II1 - CASE HISTORIES
4. Digital Muitimeter Project - Pacple's Republic of China

On September 26, 1982, the John Fluke Mfg. Co., Inc., signed a
contract with the China Electronics Import and Export Corporation in
Beijing, Chiuna, calling for the assembly of Fluke Model 85204
pigital Multimeters (DMM) in the PKC by the Beijing Radio Research
Institute (BRRI). This contract, valued {n excess of $900,000, was
the first atep in what we hope is a long term commeraial
relationship with the Chinese and was the culmination of an inteuse
five year market development effort by the Fluke Company agains:
fierce foreign coapstition.

Under this contractual sgreement, BRRI will asssmble the 85204 DMM s
from kits. These instruments are aystem multimseters incorporating
ten year old technology that is now two generations removed from
state-of-the-art inatrumentation, These meters are best suited for
& production test environment rather than an engineering or design
application.

Becauss of export licensing delays experienced for this project, the
Fluke Company faced not only possible cancellation of the order due
to having nmissed sontractual obligations but also the severe
financial hardship of holding unshippable kit and assembly equipment
inventory.

The following narrative is meant to illustrate the byzantine
handling this case has been subjected to and the enormous amount of
time, energy and money expended by the Fluke Company to secure U.S.
govermaent approval of this projeact.

Because the BRRI agresment involved the assembly of instruments it
wvas not a routine export license case. Thus the Fluke Company spent
substantial time consulting with the Department of Commerce
throughout the fail of 1981 on the proper format and content of the
application. Approximatsly three man months were expended preparing
a 200 page technical presentation on exactly what was involved in

the esssmbly procesas and what level of technology transfer would
ocour,

In early Janvary 1982, the application was personally submitted to
the Department of Commerce in Washington, D.C. by the Fluke V.P. of
Intermational Operations.

16
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The application was returned to Fluke without action in early
February, requesting that it be resubmitted in a different format.
This came in the face of four months of effort preparing the case
per Department of Commerce instructions.

The application was altered and resubmitted immediatsly. During
March, April and May Department of Commerce personnel were contacted
weekly to determine the status of the application only to learn it
was still "under review."

When the application was re-submitted in February, it was determined
that the Department of Defense would alsoc review the case. Under

the Export Administration Regulations, applications to be reviewed
by other agencies must be forwarded to them by Commerce within 30

days froa submission. Under law, the Defense Departament should have
received the sppliocation by the snd of March.

Two months later, in early June, after repeated calls from Fluke
management inquiring about the case status, the President of the
company coatactsd the Depurtsents of Commerce and Defense. We
discovered at this time, oontrary to several Commerce Department
claims, that the complete case file was in fact never sent to the
Psntagon. The only inforsation Defense had recaived was a two page
cover letter from Fluke's Vice President of Internationmal Operations
summarizing the case coupled with the D.0.C.'s assessment of the
project.

The Department of Defense received the dase's technical support
documentation only after an attorney retained by the Fluke Compaeny
hand-delivered another set.

During June and July, the application was supposed to have been
considered at various Inter-Agency neetings. However, it wgs not
until August 2 that the application was fimmlly approved by the
Dspartments of Commerids and Defenss. This was aixty days beyond the
paxipum time set forth for oonsideration in the regulations.

When the application was initially submitted, some eight months
earlier, it was determined that after the U.S. government approved
the license application, it would then be reviewed by COCOM, a Paris
based security organization composed of the NATO countries and
Japan. Bec2use we were behind on the contractually stipulated
shipping deadline, the Fluke Company requeated the Departments of
Commerce and State to expedite the COCOM review via the “urgency
proce<Jings™ process.

However, ten days elapsed before the State Department telexed a
threse page case summary to the [.S. delegate to COCOM in Paris.

On August 12, in one of the numerous telephons conversations with

the U.S. delegate in Paris, we learned he could not put our case on
the COCOM agenda until he recsived back-up technical information

fron Commerce.

17
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Another week passed and the back~up information did not arrive, The
Fluke Company sent additional copies of the technical data via air
courier directly to the U.S, delegate in Paris,

The applicaticn was finally placed on the COCOM agenda for August
31; nearly a month after we formally requested the Departments of
Commerce and State to "expedite" the C(OCOM review. The U.S.
Delegate to COCOM, Mr. James LeDesma, informed us that under the
"urgency procedurse,® the COCOM countries would have only one week,
instead of the standard two weeks, to evaluate the case.

However, when we teslephoned Mr. LeDesma on September 1, he informed
us that five countries had requested another week for review, He
sai¢ that no technical questions had been raised by that time. The
application was placed on the agenda for the nmext COCOM meeting on
September 7,

Mr, Ledesma was telephoned again on September 8. He said that the
same five countries that had requested more time last week, had
again requested another week's extesnsion. Mr., LeDesma said he was
not allowed to tell us which five countries had requested additional
time. He stated that he did not know why they needed more time,
adding that this case was relatively "new® on the COCOM agenda. He
said "eventually® the other delegations would be asked why he
requested more time but did not commit as to when that would be
done. No technical questions had been raised at the September 7
meeting, according to Mr. LeDesua.

After reiterating our concern that the contract could be cancelled
by the customer should we fajl to meet our September 24 shipping
deadline, we asked Mr. LeDesma when he thought the application would
be approved and if there was some influence we could exert to have
the revie expsdited. He said there was no way he could predict
when the application would be approved, and at that point, there was
nothing we could do excspt to wait for technical queations to be
raised.

On September 15, Mr. LeDesma was contacted again. He said that of
the five countries, three had approved the case, but two countries
had rajised a technical question. They wanted to know what type or
types of software would be provided. LeDesma said that the responass
would have to go back through the State Department Office of
Eaat-West Trade in Washington, D.C. The following day the anawer to
the question was read over the phone to an indivicual at the State
Department, 7Two days later the same information was telexed to Mr.
LeDesma through the Commercial Section of the U.S. Embussy in Paris
by the Fluke company.

18
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Despite the fact that Mr. LeDesma had the information two days after
the questicn was raised, he did not give it to the two countries for
nearly two weeks because he did not have all the "authorizations®
from Commerce and State Department officials that our answer was in
fact a "valid" one. During this two week period, the Fluke Company
called Waskington, D.C. daily in an effort to get the needed
authorizations, Each day there seemed to be a new excuse; the
person who could issue the authorization was sick of travelling or
was in a meeting.

On September 29, Mr, LeDesma said that he had received all the
authorizations and the case was on the agenda again for October
12¢th, He stated that under COCOM rules, the countries had two weeks
to evaluate the response. Mr, LsDesma was contacted on October 12
and said that the case was scheduled for October 14. He deniea
having earlier said it was on the October 12 agenda.

Mr. Ledesma was contacted again on October 14, He said that one
country had approved the case but the other country asked for
ancther week for review. The U.S. delegate to COCOM was contacted
again on October 21 to learn that the case had finally been
approved. It had taken nearly three months from the time the case
was approved by the Commerce and Defense Departments until COCOM had
completed its review.

Because of contractual problems, the Commerce Department was
requested to expedite the proceasing of the application once it was
approved by COCOM, However, it was not until two weeks later, on
November Sth, that the technical data license was validated. It was
atill another week, on November 12, before the liccnse for the
instrument kits was validated. In other words, it took three weeks
to expedite simply the validation of the licenses despite countless
telephone calls by the Fluke Company and the Seattle District Office
of the Commerce Department.

On November 16, the technicians from Beijing Radio Research
Institute finally arrived in Seattle t> begin the assembly training.
This was nearly FOURTEEN MONTHS after they had signed the contract
with the Fluke Company.

19
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B. Loat Business Due to I.3. lirdlateral Export Controls

CONTRACT FOR A CIRCUIT BOARD TESTER LOST TO AN ITALIAN COMPANY
BECAUSE OF U,S. UNILATERAL EXPORT CONTROLS. CONTRACT VALUE -
$106,000. Export license application #A603229.

~ Application submitted January 29, 1982

- Application "returned without action" three months later requesting
more information on the "computer system parameters."

= This circuit board tester was classified under export commodity
contrel number 45298, a U.S. unilaterai control. Many COCOM
countries do not require companies to file export license
applications for equivalent equipment,

= On July 31, the Commerce Department issued the export license. The
following week the Commerce Department called asking that the
license be returned as "all the reviews” had not been completed.
The Defense Department had requested to review the application. The
Commerce Department was asked to expedite the review as the customer
had threatened to cancel the contract unless delivery was made soon.

- Despite numerous phone calls to Commerce and several unkept promises
to follow-up, the application did not leave the Commerce Department
for another six weeks.

~ Throughout September, the Defenase Department was urged to expedite
the application review because of continuing threats thal the
contract would be cancelled and the order would be filled by an
Italian ccmpany. Defense officials admitted they did not fully
understand the equipment but continued their review for possible
military applications.

= On October 15, representatives of the Fluke Company's East European
sales representative visited the Department of Defense in
Washington, D.C. Despite all the previous phone calls, Defense
officials still had not completed their review and acted as though
they «sve unfamiliar with the case.

- At this meeting, Defense officials were reminded that the contract
would go to an Italian company if a decision was not made within the
week, Tha Defense Department thought this was ™unfortunate" and
suggested we request the State Department file a protest with the
Italian government for allowing the export of a similar instrument.

~ This suggestion made little sense as ONLY the United States 1s
preventing the export of this type of equipment,

- 0On October 28, the Dgfense Department informed ua the application
would be denied for "national security reasons",
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The United States' unilateral control of this type of equipment is
only guaranteeing sales for our European and Japanese competitors
and is NOT restricting the export of technology to East Bloc
countries.
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January 31, 1983

Senator Stade Gorton

2988 New Federal Building

915 Second Avenue

Seattle, Washington 98174
Attention: Creigh Hilen Agnew
Dear Senator Gorton:

SENATE HEARING ON SMALL BUSINESS AND SENATE COMMERCE COMMITTEE--EXPORTING

I wish to thank you for including me on the panel for the Joint Hearing of the
Senate Commerce Committee and Small Business Committee, scheduled for Friday,
February 11, 1983, at 2:00 PM in Seattle. :

I received your tetter of January 19, 1983--Commerce Committee--acknowledging
my support for the funding of the Export-lmport Bank. You advised that a
resolution had been passed by Congress and signed by President Reagan at
levels "close to those of last year: $4.4 billion for direct loans and

$9.2 billjon for Toan guarantees.”

This was a success versus the drastic reductions that the administratior had
proposed, but if direct loans and loan guarantees were increased, our overall
economy would even show further recovery.

There are several clear {ssues which manufacturers in the United States are
becoming well aware will have major bearing on the future. One of these is
that foreign competition is increasing at an accelerating rate. Another is
that there are many barriers to exporting, not the least of which are those
established by the countries to which we might export. Another is that for-
eign govermments support many of their industries in ways that would be ille-
gal in the U.S. because we have anti-trust laws and restraint of trage laws
which do not exist in most other industrialized countries.

Decoto Aircraft, Inc., is 2 designer and manufacturer of hydraulic compon-
ents for the aerospace industry and also has done some very critical compon-
ent manufactering for the FFTF nuclear plant at Hanford, Washington. During
the past four years we have installed $4 million in new state-of-the-art
equipment to keep efficient. We find that competition from foreign manufac-
turers is gradually cutting down our market, and much of this is because of
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foreign govermment "offset” pressure on our U.5. customers. In other words,
french, Israeli, English, German, and to a great extent Japanese competitors
are taking business from us in the U.S. Some of this is because they are
Tower priced for legitimate reasons, and some i5 because their governments
pay some or all of the non-recurring costs, and some is because their state
owned airlines insist that our airframe manufacturers buy a specified amount
from companies in the purchasing country.

An example: the Wing Newsletter issue of January 19, 1983, Japan's aerospace
and aviation weekTy, points out that M.I.T.I., the Ministry of International
Trade and Industry, has approved funds to help promote the YX-X next civil
transport development program and the XJB new fanjet aero-engine development
program. [(hese programs are being financed at 65% by the govermment. The
terminology here is significant as the YX was the Boeing 767 program heavily
financed by the Japanese govermment. The YX-X is Japan's competition to come
soon for Boeing, Douglas, Airbus, etc.

1 mention these points oniy to emphasize that U.S. companies, particulariy
small.ones, are at a tremendous disadvantage because of our lax laws governing
imports from foreign countries coupled with subsidies given by foreign govern-
ments to our competitors. There is no way a small company can really compete.
When the decision has been made by a foreign industry to take the business,
they close the dcor on others.

I do not cordone the actions of these foreign governments and certainly do
not want similar subsidies made available here, because in our global economy
these things will all shake out--provided we fight on the major fronts or with
the major product areas. -

My company has exported equipment over the years only in two forms.

1. QGur sales to commercial ajrline manufacturers, Boeing and Lockheed
primarily, become part of the aircraft exported by these manufact-
urers. Therefore, since 60% of their sales are exports, 60% of our
commercial sales can also be considered exports.

2. Spares sales of items of our design and manufacture exported directly
to the operators of commercial aircraft using these items represent
5 - 8% of our commercial product sales, or 3 - 5% of our tota) sales.

The importance of the spares business is noticeable in the current economy as
our original equipment sales are off, but our export sales are higher this year
compared with last year. Ultimate exports for Decoto Afrcraft were 45% last

ye:r and are running 36% this year of total sales, countingthe 60% of commercial
sales.

17-870 0 - 83 - ¢4
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The ultimate health of Decoto Aircraft and thousands of companies like ours
depends upon our being able to maintain @ share of the world market, not just
part of the domestic market.

To consider Export-Import Bank loans and guarantees as a means of supporting
such world market sales makes very good sense when evaluating the assistance
given by other governments to the competitors of U.S. suppliers.

Airbus, the second largest manufacturer of commercial aircraft, after The
Boeing Company, is owned by four governments. Because these governments make
attractive financing available worldwide for the Airbus customers as well as

making other incentives available, the U.S. government should match the loan
arrangement. ;

Aircraft saies worldwide should be made on the traditional basis of quality
of the product and service, and the cost to the customer:or operator of the
equipnent. We should neutralize financing benefits offered by other govern-
ments so that the business economics can prevail. !

Traditionally the Export-Import Bank has returned funds rather than being a
drain to the taxpayers. Even if some of the future loans do cost the govern-
ment, the jobs gemerated by the business resulting, and the taxes paid by the
businesses and employees will far overshadow the costs of the financing.

Decoto Aircraft currently with 167 employees and export Sales amounting to
36% of sales, can say that 60 people are working because; of our export sales.
When the equivalent 36% of all our material and service Eurchases are coupled
to the taxes our 60 people represent, the importance of this exporting bGsi-
ness is clear. In our community, we are one of the largpst manufacturers.

Perhaps someday direct exporting of high technology products will become a
reality, but at this point in time, in our 62nd year of business, we at least
need the pathway clear to exporting as a part of the excellent air transports
designed and built in the United States, and then the after market spares sales
that result for tens of years afterwards.

Thank you, Senator, I Yook forward to the hearing.
Sincerely,
DECOTO AIRCRAFT, INC.
itje el

William A. Wheeler
President
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SENATE SMALL BUSINESS COMMITTEE °

FEBRUARY 7, 1983

We are pleascd -to be asked to testify on the obstacles faced by
small businesses in export trade. As you know, fewer than 15% of all American
busincsses have substantial export activities.

International trade stimulates the cconomy, extends the shelf life
of consumer industrial goods up to 10 years on the average. For the U.S.,
¢xports especially to oil producing countries, significant inporting helps
to reverse trade defficits. Primarilyv, Fortune 500 companies are respnnsliible
for the vast majority of U.S. export activity. Howvever, our experience has
shown that there are substantial benefits to the small business in the world
of intcrnational activity.

We wil] limit our testimony to the barriers to trading in foreign
countries, as the above has been well documented and motivated this hearing.

The three primary barriers to small business activity in foreign
markets are:

1. Information - The timely and relevant access to
information regarding trade opportunities, and

trends in foreign m: «xets.

2. Finaace - Avatlability of credits to finance ex-
pansion into foreign markets and credits to
finance the sale of goods in those markets.
Also, financing for bonds required by foreign

governments.
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3. Trade Promotion - Aggriessive placement of U.S.
goods/services in the marketplace and motivation

of U.5. companies to participate in those markets.

The obvious question arises with respect to thc government's role
in reducing these obstacles and stimulating foreign trade by small businesses.
Again, calling upon our experience, we have found the government
and private scctor to possess all of the necessary tools to address the
problems and overcome them jointly.
INFORMATION

Communicating trade opportunities to small busincsses, informing
them of real business opportunities, is the number 1 priority. There aﬁpears
to be 2 number of weil structured agencies all generating the basic information
giathered shrough consulates, embassies, AID field officers and regional agri-
culture station.

Our recommendation is that a single small business liaison collect
and coordinate data from all of these agencies to a central program. This program
would widely disseminate and promote trade opportunities to small businesses.

Another valuable service of trade leads, contracts or trends uo:1d
be large U.S. firms currently involved in foreign trade. 1In many cases, these
large firms have nceds which can be filled by small U.S. firms. Particularly
when lnvalved in work supported by dircct U.S, funding, there should be a small
business participation goal. U.$. Fortune 30C firms canm also plug into this
information network, with ideas, leads, etc.

In many cases, an idea of the trend a nation is heading in or

world development trends can assist a small business to gear up to promote his

products into that development market. Sources of information could range from
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Departments of Defense, Commerce, Agriculture and State.
FINANCE

Financing exports presents a barrier to foreign market development
to no less a degree than does the lack of market information. To mention just
a few needs in this area:

a) Export investigation and foreign market intelligence gathering

b) Lines of credit for exporting

c) Loan guarantees

d) Client financing

e) Bond financing

FOREIGN_TRADE PROMOTION

An aggressive marriage of goverrnment and industry has proven success-
ful over th: past 50 years in aerospace, military, and construction. These
projects often involve the spending of millions on the promotion of successful
trade.

A small business may not be equipped or motivated to enter a
foreign market and risk a loss of dollars or manhours in unfamiliar cultures
or business procedures. HRere the government can be an indispensable tool -
government trade shows and other premotional activities that place U.S. goods/
business people in the foreign market arena with traditional partners. Also,
government can arrange for trade tours of foreign government officials and
businegsmen across the U.S. to regional gatherings of interested small business
people.

v When appropriate, government officilals can encourage purchase of

U.S. goods as a means of foreign assistance. Such activities in agriculture
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has proven very successful,

We believe that gearing up every appropriate branch of government
and government official to promote U.S. products/services in the foreign sector
is a priority.

In conclusion, we would like to acknowledge the help we have re-
ceived from cmployees of o variety of agencivs und cmbassy/consulate officials.
“mall busincss is biyg business for America and exporting is becoming increasingly

important to maintain the viability and longevity of American small business.
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MAX GELLERT, PRESIDENT, ELDEC CORPORATION

BEFORE THE SENATE SMALL BUSINESS COMMITTEE'S SUBCOMMITTEE
ON EXPORT PROMOTION AND MARKET DEVELOPMENT AND THE SENATE
COMMERCE AND TRANSPORTATION'S SUBCOMMITTEE ON SCIENCE

Fabruary 11, 1983

Good afternoon, my name is Max Gellert. I am president and
chief executive officer of the ELDEC Corporation. ELDEC is a
designer and manufacturer of precision electronic and mechanical
equipment for the aerospace and marine industries. We expect
our sales this fiscal year to be in the range of $60 million.
The jobs of 485 of our 1,155 employees in the Seattle area are

directly related to our export business.

The present administration of export regulations is slow, expen-~
sive, and cumbersome for companies like ELDEC. Satisfaction of
these regulations increases our cost of doing business, reduces
‘our competitiveness in international markets which reduces our

ability to grow, earn profits, pay taxes, and expand our employ-

ment base.

A favorable balance of trade is needed by the U.S. to maintain
a strong and healthy economy. When the federal government

sxercises control over exports to implement foreign policy, it
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may have an adverse effect on exports. In many instances the
control of exports may have negative effects on a particular
industry and/or particular companies. Therefore it appears
reasonable to expect an environment of government and industry
participation and cooperation for the creation and administra-
tion of export and import controls. We recommend the federal
government undertake four fundamental changes to legislation
governing the control of exports, some of which are within the

Export Administration Act.

First, we would urge amending the Export Administration Act to
eliminate the use of export controls on nonmilitary material

and information as a means of implementing foreign policy.

There is no evidence of success in the use of export controls
with respect to foreign policy. The SBoviet grain embargo and
the Soviet o0il pireline equipment embargo are good examples of
the failures of eiport controls to change the method of behavior
of other nations. Supporting foreign policy through export con-
trols places intolerable burdens on U.S. firms that compete in
international markets. Such controls place U.S. companies in
the position of being inconsistent, unreliable suppliers to our
overseas customers. The uncertainty of the availability of
export licenses, the uncertainty of competitive export financing,

and the uncertainty of re-export authorjization all contribute to
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this image of inconsistency and unreliability, PFirms which are
successful in the export market depend on positive, long-term
customer relationships. The aerospace industry, with which I

am most familiar, has historically maintained one of the most
favorable balances of exports over imports of any U.S. industry.
The sale of commercial aircraft is particularly Influenced by
long-term customer relationships. More than half of the commer-
cial airliners built in the United Stotes are sold to customerxs
outside the United States. The sale of aircraft in 1nternAt£onal
markets provides many jobs at ELDEC for the manufacturing of
equipment for the ajrcraft and additional jobs to build spare
parts over the 20- to 25-year average life of such aircraft.
This favorable trade balance is in some jeopardy due to our

foreign image.

Secondly, we recommend amending the Export Administration Act by
deleting re-export controls. There simply is no practical way
to control the movement of aircraft parts that are so0ld, leased,
or borrowed among the world's airlines. Re-export controls are,
at best, difficult to police and enforce, may cause delays in
the sale of U.S5. products, are unigque to U.S. goods, and an
expense to U.5. firms or firms dealing in U.S. goods. Most
parts found on commercial airliners are freely available in

international markets from non-U,S. sources, Re-export controls
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are, therefore, ineffective, as there is foreign availability of

most of this equipment.

Third, we should clarify the definition of "munitions” in the
International Traffic in Arms Regulations. The U.S. State
Department is responsible for licensing and controlling the
export of munitions. The present definition expressed by the
State Department regulations of a munition is an item which
"is manufactured to military specifications (mil-specs}.” This
definition, if applied literally, could include nuts, bolts,
washers, etc, It is ridiculous that we should go through the
administrative process of filing license applications, receiv-
ing license applications, and maintaining files for all items
containing parts built to military specifications. Therefore,
a product built for a commercial aircraft which contains parts
which meet military specifications could be ccnstrued to be a
munition per the State Department definition, We have been
unable to obtain a usable definition from the State Department,
even though some of the State Department officials agree their
present definition is not very workable. With the help of our
counsel, we have developed a clearer definition which we would
propose. It is "those pieces of hardware which are designed or
built specifically to military specifications tc be used on a
military vehicle.”
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Fourth, we recommend amending the Export Administration Act to
astablish a single government agency to grant export licenses
and to resolve intergovernmental tangles. At present. the
following six government departments have export regulations

and controls:

U.S. Department of State
U.S. Department of Conmerce
U.S. Department of Treasury
U.S. Department of Interjior
U.S. Department of Energy

U.S. Department of Justice

These regulatione are difficult to understand, poorly or at
least slowly communicated, and often represent conflicts. The
administration of export regulations is slow, expensive, and
cumbersome. It has been our experience that government agencies
are not prepared to be responsive to the information needs of
industry. We have three specific experiences, Our first two
experiences were very routine requests for information. In the
first case we requested a jurisdiction opinion from the Depart-
mant of State with respect to the classification of material as
munitions. We waited six months for the opinion. In the second

case we requested an opinion verifying our classification of
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goods under the authority of the Department of Commerce. We
waited five months for this opinion. 1In the third case we have
waited 15 months for the release of some parts which were, in
our opinion, improperly seized by bounty hunters of the Customs
Service and which have been detained at the Seattle-Tacoma
Airport. These parts are for the F-16 fighter being built in
Europe by ouxr NATO allies. 1In each of these cases, the govern-
ment agency has been slow and unresponsive. 1In each of these
cases we have undertaken significant expense to help find the
resolution, which has significantly increased our cost of doing
business. If one government agency, with industry participa-
tion, were put in charge of export licensing and resolving such

interdepartmental conflicts, the whole country would benefit.

Additionally, the majority of U.S. export shipments are non-
munitions sent to free world destinations. We suggest a self-
certification procedure whereby exporters would operate under
their own policies and procedures to self-grant export licenses
for such shipments. This license-granti- . process would be
similar to the present process used by government contractors
to safeguard classified material and is very similar to the
process used by contractors to manufacture hardware for govern-
ment contracts. Essentially, a government agency would review

and accept the export policy and procedure system established
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by an exporter. The exporter would self-police their opera-
tions to those policies and procedures, The relevant govern-
ment agency would possess the rights to audit and inspection
to ensure compliance. We believe this process provides

adequate safeguards to meet national security concerns and is

responsive to the needs of industry.

Thank you very much for allowing me to appear before your
committee,
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My name is Herbert Simon. 1 am Secretary-Treasurer cof Joseph
Simon & Sons, Inc., 2202 E. River Street, Tacoma, a scrap proces-
sing firm operating in the State of Washington since
I appear here today on behalf of my firm, the scrap processing
industry in the State of Washington and the Institute of Scrap Iron
and Steel, Inc., the trade association representing the metallic
scrap processing industry nationally.

Scrap processing is predominantly a family-owned, small business
industry vwhich takes the worn out and obsolete metallics, as well
as the industrial by-products, generated in the country, and converts
them into man-made raw materials for the production of new iron and
steel and other metals. The scrap processor is a key factor in the
recycling chain and he had performed this service for many years be-
fore the term recycling was appreciated.

Utilizing recyclable metallics results in astounding environmen-

tal benefits. For example, according to EPA data, using scrap iron
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instead of virgin iron ore to make new iron and steel means a reduc-
tion in:

air pollution effluents of 86%

water pollution of 76%

water use of 40%

mining wastes of 97%

Morecver, using scrap iron instead of iron ore yields a 74%
saving in the energy required to make new iron and steel products.
In other words, it takes four times as much energy to make steel
from iron ore as it does to make the same steel from scrap iron.

Scrap iron is obviously a valuable commodity and the United
States has virtually unlimited supplies of that commodity. In a
recent study commissioned by the Metal Scrap Research and Bducation
Foundation, the international economic consulting firm, Robert R,
Nathan and Associates, found that there was an available inventory
of ferrous scrap at the end of 1981 amounting to more than 680 mil-
lion tons, a 15 year supply even assuming not another pound of scrap
will ever be generated. This inventory is available and will come to
the market when demand requires those volumes.

The record year for U. S. scrap iron purchases by American steel
mills and foundries and all foreign steel mills and foundires was 1974,
when a total of 60 million tons of scrap iron were bought. The total

purchases for the years that followed@ 1974 never approached that record,
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and, in fact, the total for the year 1982, both domestic and foreign,
is estimated to bé in the 38-39 million ton range.

With a 15 year supply of scrap iron available and waiting for a
market today, that inventory is growing each day as the metallic
discards continue to be created throughout the economy. Unqueationably,
the country will face a growing stockpile of available, but unwanted,
recyclable materials unless additional markets are found and existing
markets are expanded.

The scrap industry has worked closely with the domestic users
of scrap iron to stimulate their interest in employing more electric
furnaces -- virtually a 100% consumer of scrap iron -- and also to
raise the percentage of scrap iron used in iron ore based furnaces.

The number of new electric furnaces that have been installed indicates
that many of the clear benefits of scrap iron usage have been recognized
by investors in new mills and foundries. The experimentation under-

* way in some ore based mills to increase the scrap iron charge is like-
wise encouraging.

But, it is clear that with an inventory of scrap discards that has
grown in every year since 1956 ~~ including the peak demand year of
1974 -~ there must be more markets if the scrap industry is to survive
and if the country is to gain the full value of the scrap materials that
it generates. Obviously, the highest value to the country would be
for more American steel to be made with more American scrap -- and that
is occurring. However, there zre other benefits to be gained by this

country if off-shore markets are also developed -- especially where
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there is no realistic hope for a domestic industry to use all the
available scrap iron in a given region -- for example, the West
Coast.

This need for off-shore markets is more critical for the coastal
areas than for many inland locations for obvious reasons. The loca-
tion of most major scrap consuming points is inland. At the coastal
locations, such as Washington, much more scrap is generated than could
be utilized locally or nearby due to high transportation costs and,
absent an export market, the material will simply accumulate, be land-
filled and rust away. (It is tragic to note in that regard, that
since 1976, ,Nathan Associates estimated that 1 million tons of backlogged
scrap iron rusted into oblivion for lack of a market.)

The value of a viable export trade in scrap iron and its posi-
tive balance of payments contribution, cannot be over estimated in
these times of trade deficits. And, from what we read coming out of
Washington, D. C., there is active encouragement for Americans to get
into the export business. This Administration, as have others before
it, realizes that in order for the American economy to prosper, there
must be a world market for American products. In simplist terms,
there isn't enocugh market demand for what America can produce if it
looks only to its cwn shores as the marxet's limits. And America
produces far more scrap than it can conceivably use -- now and in the

foreseeable future.

17-870 0 - B3 - 5
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The scrap processing industry recognized the need for exports
long ago, especially in areas such as the West Coast, where there
never was enough steelmaking capacity to usa more than a small frac-
tion of the scrap iron generated locally. That has been the situa-
tion -- is the situation today ~- and will be the situation in the
foreseeable future.

In order to meet the survival need, my company, and many others
like it, undertook an intensive foreign market development program,
and it worked. We were able to show that a small businessman, with
a highly desirable product, could find a niche in the world market,
could exist as a gignificant American exporter ard could work for
his own best interests as well as the best interests of the American
economy by making positive contributions to the balance of trade.
Scrap iron came from nowhere to become a major contributor to the plus
side of American international trade -- one of few American industries
making such a contribution,

What happened was that through individual initiative -~ private
entrepreneurship if you will -- American scrap became the world stan-
dard. It was American scrap that became desired internationally.

We made the needed investments, committed large amounts of
capital, to be certain we could supply the needs of all customers -~-
foreign and domestic -- and we made sure to meet those needs. It

is a fact beyond dispute that whenever a consumer wanted scrap iron,
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it was delivered at the market price and 1n the volumes desired.
No American consumer ever was unapble tc buy all the scrap iron
he wanted when he wanted 1t. As you know, such a statement is not
possible from many other producers cf American products, including
steel producers. For example, during 1974, when steel went on allo-
cation in many parts of the country, scrap was delivered to all who
wanted it in the volume they requested. There has always been enough
scrap to meet everyone's needs and then some -- there will be enough
scrap to meet everyone's needs and then some in the foreseeable future.

In early 1973, when a few American steel mills found they had
difficulty in making as much money producing steel as they felt
appropriate, a problem developed entirely unrelated to scrap iron
availability or price, but which vented itself in the context of the
Export Administration Act. Specifically what happened was that these
few mills found within the Short Supply Provisions of the Act a basis
to induce the Federal Government to consider export controls., It
was not a question of availability of the material. Rather, those
mills felt that price control of their raw material would be in their
best interests.

Unfortunately, big business did prevail and the export of scrap
iron was limited.

Then, in 1979, the Findley Amendment was added to the Export
Administration Act at the kehest of certain mills and foundries. It
singled out metallic scrap for special attention via specific advance

monitoring provisions.
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Monitoring of a freely traded commodity means, to the foreign
buyer, that the American Government is going to control its avail-
ability. The monitoring process is viewed as simply the administra-
tive vehicle to create the incriminating data to enforce that con-
trol action. Indeed, monitoring was advocated because it leads
to a self-fulfilling prophesy, namely, in order to find out if con-
trols are needed, monitoring is undertaken. Because monitoring,
in the minds of foreign buyers, always leads to controls, buyers place
orders for more than is needed to insure that their orders are re-
corded in advance of corntrols thereby increasing their chances of
obtaining the needed material. Because monitoring now finds high
order levels, the controls are found to be justified.

Fortunately, in 1280, when the new monitoring provision was
tested, the petitioners failed to prove their case and the Department
of Commerce said no to the request for monitoring. But in order to
prevail, the scrap processing industry had to undertake a lengthy
and very costly defense of its right to do business anywhere in the
world while simultaneously the domestic demand for scrap was crumbling.

The defense was costly but the expense of the undertaking was
far wider than the travel dollars and legal fees spent. First,
America's reliability as a scrap supplier was no; further challenged.

Countries with investments in steelmaking facilities recognized
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the need to look for alternative sources of scrap iron -- and they
did, to varying degrees and, second, countries with investments

in steelmaking facilities began efforts to locate alt rnative sources
of iron units such as direct reduced iron -- and many of them did.
America became less and less thought of as a reliable supplier of

scrap,

Our marketing efforts suffered and our customer relations suf-
fered. And today, because of many other world situations, American
scrap is facing strong new competition from British and Russian scrap
in addition to the historic competitors.

As small businessmen, we have grown and prospered because we
offer ourselves as part of our business. The small businessman can
integrate himself and his business in a way no large tusinessman
can because the business and the businessman are one and the same.
And it is no different when that small business is scrap iron in
the world market or groceries on the neighborhood corner. What we
have to sell is integrity and our word and we have been successful
in doing just that.

There is no reason for the Federal Government to exercise requla-
tory controls in the scrap exportmarket; rather it is clearly in the
best interests of America to maximize the export of what it does

best and we produce the best scrap in the world. It is quality
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material, processed to the nighest specifications (n the world, by
an industry which is the leader in the world. There is no more
progressive, more sophisticated, more productive scrap industry
anywherg.

As a small kusinessman, I ask that the Congress of the United
States correct the adverse impact that mis~direction of the Export
Administration Act has had on the scrap industry and the nation's
interest in exporting scrap. There has never been a scrap iron
shortage and the statute should no longer be usable to impose
domestic price controls in the absence of proven short supply.

Thank you for your time and I am available to answer any

questions you might have.

Senator GoRTON. The second panel is Mr. Keach, Mr. Sieberson,
Mr. Blackstone, and Mr. MacDonald.

Please come forward.

I think we will take you in that order.

Mr. Keach, wait for a moment and we will let the noise level de-
cline a little bit.

STATEMENT OF KENNETH L. KEACH, VICE PRESIDENT AND MAN-
AGER, INTERNATIONAL TRADE FINANCE, RAINIER NATIONAL
BANK, SEATTLE, WASH.

Mr. IleacH. Thank you.

My name is Ken Keach, and I am the vice president and man-
ager of international trade finance at Rainier National Bank here
in Seattle. I will be giving my comments based on our active in-
volvement with business customers across the State, particularly
concentrating on comments that are made to us in our active in-
volvement with small and medium-sized businesses.

The obstacles to exporting faced by small U.S. business firms fall
into three main crtegories: the U.S. Governmer.t policy and regula-
tions, the information resources and their availability, and the re-
sulting global competitive posture of U.S. firms.

Let me first discuss Government regulations. The United States
is one of the few nations in the world which taxes its citizens who
are working overseas. This severely inhibits the placement of our
own people overseas. Where double taxation of expatriots exists, as
it does with the United States, it becomes prohibitively expensive
to have Amaricans fill jobs overseas. Thus, overseas jobs are filled
by local persons. Valuable experience never finds its way to a U.S.
national or the head office of a U.S. exporting firm. Tax amend-
ments in 1982, specifically regarding sections 911 and 913 of the
IRS Tax Code, have helped considerably, but more is needed.
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When a U.S. exfatriot fills the position, knowledge is gained for
the cross-selling of related and complementary U.S. products. The
overall experience of the United States——

Senator GorToN. Excuse me. I am going to interrupt and ask you
a question now.

ou do make reference to the changes in the law which were
passed last year, but you state that more is needed. What short-
comi still exist? How much of the problem was cured in 19827

Mr. cH. It did help considerably. I talked to many of the cor-
porations, especially the larﬁ:' corporations who need to maintain
staffs overseas. They insist that many times, by the addition of the
taxes they have to %ay under the amended taxes, their bids end up
being twice that of British firms or other nations’ firms. Therefore,
when they cannot, without a great deal of effort, prove the extreme
superioritﬁ of the service they are providing versus that of another
country, they lose the contract.

It is felt that this becomes a very severe and inhibiting factor in
getting service contracts in particular.

Senator GorToN. OK. Go ahead.

Mr. KeacH. Antiboycott legislation provides another obstacle for
exporters. It presents ambiguous legislative limits while requirin%
intimidative reporting procedures. According to information that
have received, in 1982 this may not be the most cost-effective legis-
lation. There were about 124 investigations, over half of which
were dismissed with no infraction found. Of the 43 actual cases,
only three settlements occurred and $500,000 worth of penalties
were imposed. However, many corporations have reported to me
that this legislation intimidates potential exporters with the spec-
ter of investigation. The type of reporting and constant awareness
of any conversation that results is very difficult.

Other U.S. Government overseas business practices acts contrib-
ute other obstacles for small business. This includes the antitrust
legislation and the Foreign Corrupt Practices Act. The implication
and vagaries resulting from the antitrust laws promote prohibitive
costa for legal expertise and advice. The Foreign Corrupt Practices
Act of 1974 results in the unnecessary extraterritorialization of
U.S. law and moralifiy. This cripples the competitive posture of U.S.
firms vis-a-vis their foreign countell'?am, which remain unaffected.

The cost and loss of business to U.S. firms is extreme. This form
of ethnocentric law may be counterproductive to our actual busi-
ness interests and represents a limited understanding of the coun-
tries and milieu in which we must do business.

Finally, as has been discussed by other people here, the politicali-
zation of foreign trade through foreign policy controls seriously
harms U.S. marketing efforts. Short-term application of controls
yields no benefits to the U.S. trade position. Instead, we lose con-
tracts and erode previous relationships of trust. In the minds of
most foreign buyers, the U.S. company is an unreliable supplier be-
cause of the sometimes capricious action of its Government as per-
ceived by the foreign buyer.

My second point is that the U.S. Government can play a key role
in addressing the widely perceived lack of informational resources
for small business exporters. This problem takes on several forms.
Initially, the problem is one of finding the appropriate overseas
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market to sell to and then determining the appropriate form of
overseas representation or marketing method. Industry and Gov-
ernment sources are available to help, but the uninitiated business
person, especially new business people in small- and medium-sized
businesses, often lack awareness of such resources.

I believe that a further strengthening of International Trade Ad-
ministration activities is needed. The small business person at first
may need a great deal of help in finding the opportunity and in
bringing the opportunity to completion.

An agditiona im ment to available information is a lack of
active support for the U.S. business Eerson overseas from our for-
eign embassies and consulates. U.S. business persons overseas are
not getting the assistance those agencies were designed to provide.
The U.S. business owner faces these obstacles alone, at least so he
feels many times. This is especially true when more than one U.S.
company 18 trying to sell into a foreign market. Then, the U.S. Em-
bassy has its hands tied because, in trying to be fair to all U.S.
companies they can help none.

any of the U.S. business persons’ foreign counterparts enjoy
the help of a very well-organized and integrated foreign commodity
marketing board, and non-U.S. Embassy personnel are often very
competently trained in the knowledge of business, as well as in ap-
pl{'}ng political pressure to aid their national in getting the deal.

.S. products are good, but having ‘‘the better mousetrap’ is not
sufficient. The solution is in coordination of the marketing, finance,
labor, and distribution, with Government assistance and guidance
in an integrated form so as to give the American company the com-
petitive edge, or to at least meet the type of competition that is
alive and working for foreign competitors in the world.

My third point results from the combined effects of prohibitive
legislationn and the lack of information. This is, namely, a weak
cltz?etitive posture in the global marketplace. Small and medium-
8i U.S. businesses cannot gain any advantage. And, faced with
the government-subsidized or enhanced bids from other countries,
U.S. firms just cannot win. Our legislators are dus congratulations
for the passage of the export trading company legislation. This is
an important first step for the integration of U.S. small and
medium-gized businesses.

Other factors remain, including the inability of 7J.S. firms to re-
ceive what is considered to b2 adequate credit assistance. Where
the U.S. exporter is unable to provide matching financing, we will
increasingly find ourselves replaced as customary supplier for im-
portant markets. :

The U.S. exporters that we bank are not insisting on further sub-
sidized export financing; they simply do not want to be undermined
by other nations’ programs. Most major American businesses do
not want a subsidy from government.

However, since they are faced with competition from companies
and countries that do subsidize manufacturing exports, our Govern-
ment needs to address how we can neutralize or equalize the for-
eign corporation’s advantage. In this regard, I am sure you have
already heard some comments about the need for a closer support
of the Exim bank. I also believe several people have alluded to the
unnecessary and innumerable complicated problems associated
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with different forms of accessing FCIA insurance and the SBA
export loan program. To access these programs involves extensive
form filing and reporting mechanisms beyond the capacity of most
medium and small-sized firms. Simplification of these procedures is
necessary to increase their use.

As stated at the beginning, the international sales activities and
financing of U.S. business is no longer an insignificant activity. It
is one which has to be addressed in an integrated fashion so as to
allow us to compete in world markets. Many foreign nationals are
fond of reminding us in the U.S. international business sphere that
it is we, through our own legislation, that have done the most to
disadvantage ourselves.

We would suggest, in conclusion, that, while some progress is
being forged, there is a lack of political leadership on the national
scene in support of free trade. We need leadership which can inte-
grate the various phases of American business, labor, and govern-
ment to help us compete as a nation-state.

Thank you for allowing us to make comments in this regard,
Senator.

Senator GorToN. Thank you.

Mr. Sieberson, please proceed.

STATEMENT OF STEPHEN C. SIEBERSON, ATTORNEY AT LAW,
CARNEY, STEPHENSON, BADLEY, SMITH & MUELLER, SEATTLE,
WASH.

Mr. S1EBersoN. Thank you, Senator.

My name is Stephen Sieberson. I am an attorney with the Seat-
tle law firm of Carney, Stephenson, Badley, Smith & Mueller. Our
firm has a variety of international clients, including local firms
that are involved in exporting.

My remarks today are based upon my own personal experiences
and those of our clients, but I also have sought out ideas from
other Seattle lawyers and from business friends who are active in
international trade or trade financing.

In the written statement that I have submitted to this committee
I have given some examples of what I believe the U.S. Government
is doing well and what it should continue to do in support of ex-
porting. 1 have also listed several ways in which the Government
seems to be shooting itself in the foot.

Finally, I have proposed six ways in which the Federal support of
exports can be enhanced. A lot of these are similar to the points
that Mr. Keach has raised, and I do not want to take time to go
through all of the iterns in my written statement. Rather, what |
would like to do is focus on just two or three points. While I would
normally prefer to accentuate the positive, I hate to pass up a
chance to address three matters that I consider are seriously dam-
aging to our export industry.

First is Operation Exodus. Let me join the chorus of critics of
this program. The name of the program itself suggests a compari-
gon to the exodus of the Old Testament. In this situation it is our
exporters who are crying, “Let my exports go.” Clearly, the pro-
gram has produced minimal benefit as compared to the cost and
the climate of hostility that it has created.
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My second point follows from this, and that is that our Govern-
ment agencies tend to get carried away in their zeal to prevent in-
fractions from taking place. The Internal Revenue Service is noto-
rious in its aggressive dealings with taxpayers, but we, unfortu-
nately, see a similar attitude in the officials who administer the
export laws.

If we look at the countries of Western Europe or Japan, we can
see that government there trizs to enhance the business climate
and not antagonize it. These are civilized countries with sufficient
public morality; yet, we seem to think that the same sort of cooper-
ation between our Government and our business is somehow sus-
pect. We should rethink our entire system of export controls and
ask whether restrictions, classifications, inspections, and licensing
requirements really serve any meaningful purpose.

I submit that the only restrictions at all should be those directed
at export items which would have a serious adverse effect on our
national security. Similarly, the couniries which we single out for
genera!l trade sanctions should be only those few nations which
have clearly demonstrated their inability to dwell peacefully in a
civilized world.

Finally, I would join Mr. Gellert and Mr. Keach and others here
today in making a plea for consistency in our country’s interna-
tional trade policy. During the years 1980 and 1981 I had the expe-
rience of living in Western Europe and working as an international
finance lawyer. In my business dealings during those years I often
got into discussions with European businessmen on the subject of
the reliability of the United States as a trade partner. The consen-
sus of opinion among Europeans is that our Government is making
a serious mistake by trying to use trade as a weapon in its foreign
policy arsenal. The trade sanctions or embargoes which every ad-
ministration seems to want to impose from time to time to flex its
international muscle are seen not only as ineffective to achieve
their short-term goals, but as damaging to the U.S. position in the
commercial world overall.

This attitude has been recognized by none other than George P.
Schultz, our Secretary of State. Three years ago when he was in
private business he severely criticized erratic export controls stat-
ing that, “Major commercial relationships cannot be turned on and
off like a light switch.”

In Western Europe international trade has been going on for
hundreds of years, and governments know that regardless of chang-
ing social policies at home, international policies must not become
a political football. Business deals are made to a great extent on
the basis of the integrity of the parties, and integrity arises only
from predictability and consistency.

Except in the rarest of circumstances, the United States should
not impose trade sanctions as a tool of persuasgion or punishment.
As Congress looks at the Export Administration Act, a premium
should be put on limiting the discretion of the admlmstratlon,
whether Republican or Democratic, to interfere with the free flow
of international trade.

Thank you.

Senator GorToN. Thank you, Mr. Sieberson.
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In both your case and that of Mr. Keach, your statements will be
included in the record in full following the oral presentations of
this panel.

Mr. Blackstone, you may proceed.

STATEMENT OF ROBERT A. BLACKSTONE, ATTORNEY AT LAW,
DAVIS, WRIGHT, TODD, RIESE & JONES, WASHINGTON, D.C.

Mr. BLACKSTONE. Mr. Chairman, my name is Bob Blackstone.

It is a pleasure for me to be here this afternoon to share with the
committees my views on obstacles to exporting faced by small busi-
nesses.

We are rapidly coming to realize how interdependent our eco-
nomic well-being is with that of the rest of the world. Our ability to
develop and maintain export markets for U.S. products is a vital
component of our future growth.

I am a partner in the Seattle-based law firm of Davis, Wright,
Todd, Riese & Jones, and for the past year and a half have been
the partner in charge of the firm's Washington, D.C,, office. During
this time I have had an opportunity to observe firsthand some of
the many barriers to exporting faced by our clients, most of whom
are small and medium-sized companies located in the Northwest.

I have been particularly involved with the difficulties faced by
several of our clients engaged in the manufacture of “high tech”
equipment in attempting to navigate their way through the maze
of U.S. export regulation. I would like to address most of my testi-
mony this afternoon to that issue.

The survey taken by the Senate Small Business Committee last
year on obstacles to exporting revealed that after lack of informa-
tion, the next most frequently identified obstacle was regulation.
The survey shows that small businesses interested in exporting are
deterred by the complex and confusing nature of the export regula-
tions, and the cost, time, and paperwork involved in attempting to
understand and comply with them.

There are five basic changes I believe we need to make:

One, focus our regulatory and enforcement efforts much more
narrowly on those critical technologies in which the United States
has a strategic lead over the Eastern bloc, rather than diluting our
gﬁ'orts by attemoting to regulate as many products as we currently

o.

Two, we need to place much greater emphasis on meaningful and
enforceable multilateral controls rather than unilateral controls,
which in most cases are ineffective in achieving the desired result
and serve only to strengthen foreign competitors at the expense of
U.S. industry.

Three, we need to streamline the licensing process so as to
reduce the time lag required to obtain both licenses and reliable in-
formation about whether a license is required and we need to make
licensing information and assistance more accessible to small busi-
nesses.

Four, we need to require that the agencies administering export
regulations accurately assess foreign availability of products for
which U.S. licenses are required and apply that information so as
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to not place U.S. companies under unnecessary and ineffective li-
censing restrictions.

Finally, five, we need to severely restrict the circumstances
under which foreign policy export controls, particularly unilateral
controls, may be imposed.

Let me elaborate on some of those five concepts a little more.

At the present time we attempt to regulate far too many prod-
ucts. As a result, we actually end up exercising meaningful control
over too few products, and I suspect not over the most critical ones.

For example, earlier this year the Commerce Department an-
nounced that it had reached a consent agreement in a case in
which a Japanese company was accused of allowing a reexport in
1976 of certain American-made products to Cuba. What were those
products? Video tape recorders sold to the state television station
in Havana. I suggest that we have far more important technolegies
to direct our enforcement efforts toward than video tape recorders
going to Cuba.

Because we attempt to regulate such a broad range of goods, we
diffuse our enforcement resources and overload the licensing bu-
reaucracy, thus distracting them from focusing on truly critical
technologies. What we do accomplish, however, is to impose signifi-
cant burdens on U.S. exporters of noncritical products. This places
them at a very real competitive disadvantage relative to their for-
eign competitors, who are not subject to anywhere near the same
breadth and complexity of export regulation, even for those prod-
ucts which are supposedly multilaterally controlled.

What can be done? First, require the Department of Commerce
and the Department of Defense to completely review the present
commodity control list, starting from a zero base, and include on
the revised list only those items which are truly of current strate-
gic importance to the United States and which are not, in fact,
available from foreign sources.

We should mandate that such review include meaningful input
from the industries affected. Given the present pace of technologi-
cal advancement, require that the list be meaningfully reviewed at
least semiannually, if not quarterly, rather than annually as under
present law.

Next, we must recognize that the United States can no longer at-
tempt to impose its conception of export controls unilaterally with
any realistic hope that they will be successful. Only through mean-
ingful unilateral controls, uniformly enforced, can we achieve our
objective of preventing, or at least significantly delaying, Soviet ac-
quisition of our critical technologies.

The most frequent result of unilateral export controls is that
U.S. companies lose business to their overseas competition and the
Soviet Union gets the desired equipment, anyway. That result
makes very little sense.

Next, we need to streamline the licensing process. The operation
of our existing export licensing process is a source of great frustra-
tion to the exporting community, as we have heard today. Al-
though the process has always been cumbersome, the problem has
become much more acute with the institution of Operation Exodus
in the fall of 1981. The result has been a substantial increase in the
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workload of the Office of Export Administration that it simply was
not equipped to handle.

Another problem with the current situation is the length of time
it takes to obtain an advisory opinion from the Department as to
whether a given product requires a validated license and, if so,
what CCL category it belongs in. This problem is particularly acute
for small businesses. Anyone who has ever attempted to work with
the commodity control list knows what a frustrating experience it
can be. It is a complicated, highly technical document with more
than its share of exceptions, footnotes, and interpretations that
oftlen make its application to a particular product exceedingly diffi-
cult.

While there is no doubt that the Commerce Department has re-
cently taken some steps to streamline the licensing proceas, there
is still significant room for improvement. I urge that the following
actions be considered in connection with the reauthorization of the
Export Administration Act.

One, legislatively mandate that the Department respond to re-
quests for advisory opinions within 30 days, or 60 days for truly ex-
ceptional cases.

Two, amend the legislation to reduce the current statutory proc-
essing time for validated license applications by at least one-third.

Three, decentralize processing of validated license applications
for free world destinations to Commerce district offices, where
Commerce employees can more easily communicate with exporters
and better understand their product line.

Four, establish a toll-free telephone number for exporters to use
to obtain answers to general licensing issues, and have it staffed
such that west coast exporters can utilize it during their normal
business day.

Finally, I believe we need to require meaningful assessment of
foreign availability. The Export Administration Act of 1979 direct-
ed the Department of Commerce to assess foreign availability of
goods for which the United States requires validated license. The
act clearly requires that if goods are available from foreign sources,
such that the requirement of a validated licecse would be ineffec-
tive in achieving our objeciives, a validated license may not be re-
quired unless the President specifically determines that export con-
trols must be maintained, notwithstanding foreign availability.

Despite this mandate, the concept of foreign availability as a lim-
itation on export licensing continues to be a hollow shell, much to
the detriment of U.S. exporters. Foreign availability must be made
a cornerstone of our export regulatory scheme. In the long run, in-
ﬁffective restrictions on our ability to export will do us far more

arm.

Thank you.

Senator GorToN. Thank you, Mr. Blackstone. Your entire writ-
ten statement will also be included in the record following the oral
presentation of this panel.

Mr. MacDonald?
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STATEMENT OF ROBERT MacDONALD, PRESIDENT, ALF.
CHRISTIANSON SEED CO., MOUNT VERNON, WASH.

Mr. MacDonALD. Thank you, Senator. :

My name is Robert MacDonald. I am president of Alf. Christian-
son Seed Co., with headquarters in Mount Vernon, Wash. My busi-
ness and working career with that company extends 1 year less
than one-half century. I have been president of that company since
its incorporation 25 years ago.

My company, by most standards, would qualify as a small busi-
ness. We, however, reserve to ourselves a stature of importance in-
asmuch as we, as a vegetable and seed grower, are providing for
mankind's basic needs—vegetables—and we are of some conse-
quence internationally in the vegetable seed trade.

In order of importance, within our experience we would catego-
rize obstacles to exporting as follows:

One, capital; that is, working capital requirements.

Two, foreign exchange rate disparities.

Three, overt or covert restrictive import practices on the part of
some of the countries that we sell to.

I shall deal with my No. 1 category first: capital; that is, working
capital requirements.

During my almost one-half century of commercial vegetable seed
growing, I have lived through sustained periods of toil, sweat, and
fear—fear of the possibility of tomorrow’s or next year’s insolvency.
That is not to say I have not smelled the flowers or vegetable See?s
along the way nor have not managed to have some fun en route.

The need or requirement of adequate working capital was my
ever-present concern. Attributable to our substantial progress of
more recent years in worldwide marketing has been the tax-de-
ferred provisions of Internal Revenue since its enactment in 1971.

- Unfortunately, subsequent diminutions in the tax deferment con-
siderations for DISC—Domestic international sales corporations—
earnings in international trade have substantially reduced the
benefits formerly derived from DISC enactments.

Funds accrued from DISC tax deferments have been of consider-
able benefit in research and development, in meeting added costs
pertaining to aggressive export sales marketing and in general pro-
viding for needed working capital.

"1 would strongly ut;gf the Government of the United States to
add to, rather t| e away from, the tax-deferred benefits ex-
tended to DISC corporations.

' We will now direct our attention to the second of our major ob-
stacles to exfort marketing: foreign exchange rate disparities.

'I think all of us are aware of the fact that the high American
dollar is making it extremely difficult for all of us exporters to sell
ot:'r products overseas. In the past couple years the difference be-
tween the currencies of the United States and most of our trading
rtners has deteriorated to a great extent. In some of the coun-
tries, France in particular, it is extremely difficult to be able to
compete with the Common Market countries. This has been true
with Japan and most of the countries in the world. I will not go
into the exact res here, but I think we are aware of that. What
the Senate can do about this, I am not sure, but it is a real problem

.
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that I am sure that all exporters are having to contend with at this
time.

There is one special case as far as money is concerned, and this
is Mexico. Mexico is our neighbor, and they eat lots of vegetables.
They not only have depreciated their currency—a year ago, a little
over a year ago, it was 25 pesos to the dollar, and not too long
before that it was 8 pesos to the dollar, but now it is 150 to the
dollar. Worse than that, our customers down there have lots and
lots of pesos, but they cannot get any American dollars from the
Mexican Government with which to buy more seed. We do not
really feel like shipping seed down there unless we can get some
American dollars back.

Senator GorToN. Has that policy continued since the inaugura-
tion of the new President? Do they still have very restrictive ex-
change controls?

Mr. MacDonaLp. Yes. It is our understanding that there is only
a limited amount of American dollars available, and the govern-
ment says who those dollars can go to. The approximately $1 bil-
lion that I believe the United States has given to Mexico for the oil
that we are buying has gone for direct food—or a big share of it
anyw%'1 has gone to a Mexican governmental agency that buys
food. That would be corn, beans, wheat, and that sort of thing.

We feel that vegetable seed should certainly come under that
gerogram. Some of the people in the Agriculture Department, and I

lieve the Commerce Department, are working on that program
at the present time.

At any rate, a situation of this kind is going to stop foreign
trade, as you can understand. Of course, I think all of us are con-
cerned about the tradition of many of the developing countries, cer-
tainly Argentina and Brazil and a number of the countries in
South America, which are in very desperate shape.

The customers down in those countries have paid their bank on
letters of credit, but the government will noi i~ 'ease the American
dollars to pay the American producer of seed. ‘Lnis is certainly an
unfortunate situation.

It is a?arent that normal commercial relationships between
debtor and creditor nations cannot endure with currencies at such
disparities. I think that is a fair statement.

will now address my third category of obstacles requiring
remedy to a greater or lesser degree; namely, restrictive practices,
overt or covert, on the part of our trading partners.

We had a problem with one of our good trading partners, Japan,
wherebg' gverrestrictive quality standards relating to some of our
crops threatened our continuing doing business under those stand-
ards. It was almost impossibie to ship seed in there because actual-
ly they had laws saying there could be no soil in seed at all, and
this is almost an impossibility. If you say a tenth of 1 percent or a
twentieth of 1 percent, or something like that, vou could live with
that, but zero, you cannot live with that.

They had another restriction on a resting body of a fungus which
is worldwide—a sclerotia—that is not a problem in any country in
the world.

At any rate, we met that problem in collaboration with Washing-
ton State University and their senior pathologist, Dr. Richard Ga-
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brielson, by traveling to Japan and tackling this problem at its
source.

By the coordinated efforts of our Japanese trade, Washington
State University, the American Seed Trade Association, the Oregon
Seed Trade Association, and ourselves partially eliminated this
problem with the Japanese authorities.

Canada, South Africa, and Australia also have weed or phytosan-
itary restrictions that are unduly restrictive. It is our understand-
ing that these restrictions are part of their seed laws and that it
takes legislative action to change them. We are aware of the re-
strictions and have been able to ship into these areas successfully.

Before 1 conclude my remarks and ask for your questions, I
would like to take a bow on behalf of my company, its employees,
and all of those who provided the effort resulting in our being
given the President’s “E’’ Award. In the words of Mr. Malcolm Bal-
drige, Secretary of Commerce, “in recognition of outstanding con-
tributions to the increase of trade abroad.” )

Thank you.

Senator GORTON. Your company does deserve congratulations for
that award. You have obviously been very, very successful.

Mr. Keach, you were willing to take on a question which I asked
of the earlier panel. I would like you to expand a little bit on the
kind of changes you feel necessary in the Foreign Corrupt Practices
Act for appropriate and equal American trade competition.

Mr. KeacH. My experience has been, before coming here to Seat-
tle, has been working for a major American bank and a British
bank overseas. It has been the commment of many major American
corporations that are involved in doing business that this type of
legislation has caused them great difficulty in meeting the normal
forms of competition that are afoot in the world.

Without going into specifics, it is very difficult, Senator. You can
discuss it case by case, but I shall recall a time when this law was
passed that one of my good French friends arrived at my door,
knocked on my door with a bottle of champagne and announced to
me how incredibly happy he was that the United States had single-
handedly destroyed its commercial markets in one fell swoop.

In that regard, he said that you have to bF able to do business, as
you must be able to speak the language of a country, in the way
that it is conducted in that country.

I do not wish to defend immoral practices in any way, shape, or
form, but many countries of the world’s perceptions of morality,
their perceptions of the way that business is conducted based on
their historical and cultural experience is very different from that
of the Judeo-Christian ethic which pervades U.S. law and Western
thinking. It makes no more sense for us to tell non-Americans in
their own country that they should behave according to our stand-
ards than for us to be told that we must behave in the U.S.A. as
they do in their country, with respect to their laws and thinking
procedures. ;’

Senator GorToN. Engaging in business in the normal and cus-
tomaxg' way of the country in which the business is conducted
should be the general rule from your perspective?

Mr. SieBERSON. Yes, Senator. May I comment on that as well?
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My experience in Europe with the business people I have dealt
with there was similar to his with the Frenchman. They find the
Foreign Corrupt Practices Act as either highly amusing or just
inept. When Europeans do business overseas, they learn to speak
the language well. They think Americans are either insensitive or
boorish or something for insisting that all business be conducted in
English. In the same sense with the Foreign Corrupt Practices Act,
the European businessmen scratch their heads and say, “Why
would you want to do that?”’ They just do not understand it.

As I said earlier, I think the European countries are moral na-
tions; yet, they 4o not feel it is necessary to impose their stamp of
morality everywhere they do business.

Senator GorTOoN. I have one other question on which 1 think
each of you may wish to comment, but I will start with you, Mr,
Blackstone.

You listed several changes or amendments that you felt appro-
Eriate in the Export Administration Act. In fact, of course, the

xport Administration Act is going to be before the Congress this
year. It requires reauthorization. You all know that we must take
action in that respect.

If you and each of the rest of you had just one change you could
have made in the Export Administration Act, what would that
change be? What is your No. 1 priority?

Mr. BLacksTONE. It would be to legislatively mandate that the
appropriate regulatory agencies focus only on the technologies that
are truly critical, in the military sense, to maintaining our secu-
rity, instead of trying to regulate everything that has a micro-
processor in it.

Senator GorToN. Does anyone else want to take on that one?

Mr. SieBERSON. 1 would be happy to tell you what my one item
would be, That is that the itrggosition of embargoes or trade sanc-
tions should be severely limited. The administration should not just
be able to do it by executive fiat, but it should only come out of a
hearing process, let's say, before the Senate. That way we can keep
this under conrol.

I think the administrations in the past have used far too much
whimsy to impose these things, and they just do not work.

Senator GorTON, Mr. Keach, do you have a comment?

Mr. KeacH. I would agree with Mr. Sieberson that it is extremely
ilaportant not to politicize trade except in cases of national emer-

ency. Then, of course, all actions are under review. Otherwise, I
lieve this is one of the greatest harms we have had to our com-
mercial patterns.

Senator GorToN. Mr. MacDonald, is this an act with which you
have come in contact?

Mr. MacDoNALD. Not really, but I recall when the United States
stopped shi]')lging soybeans to Japan that this really caused a stir
over there. The United States, they decided, was not a dependable
supplier. This is a very, very serious matter.

nator GOrToN. It is interesting that your sets of priorities are
Qerhaps a little bit different than those that Mr. Fluke outlined.
ou heard his concern over the repetitive and apparently paper-
making process of continually having to relicense the same kind of
export to the same kind of country.

17-870 0 - 83 - 6
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How important is that restriction from the point of view of your
clients? Would that be an important change to the law?

Mr. BLACKSTONE. Senator, the problem there is that the present
statute has time limits in it, and they are just not being adhered
to. Again, this is a direct result of attemptirg to try to regulate far
too many products. For the most part, most of those licenses are
granted. I saw some statistics recently which indicated that in 1979
and 1980 the Export Administration Office processed something
like 75,000 license applications, of which more than a third were
for products going to basically the Western European countries and
Japan, Australia, and New Zealand. Of the licenses for products
going to those countries, which are the COCOM countries, not one
was denied. There were 30,000 licenses, 30,000 sets of paper, and
virtually none of them were denied.

It seems to me that it verges on the ridiculous to require Ameri-
can exporters to go through that process when the licenses are in-
variably granted anyway.

Senator GorTON. Therefore, we should be licensing far fewer
types of exports?

Mr. BLAcksTONE. Exactly. I do not think we should be concerned
licensing about digital multimeters from the Fluke Co. We ought to
be much more worried sbout critical military technology that may
be seeping out of the country. That does not include a microproces-
sor embedded in one of Mr. Fluke's machines.

Senator GorTOoN. Have any of the three of you who represent
others represented clients whose exports licenses have been reject-
ed as opposed simply to being delayed?

Mr. KeacH. Most of the people to whom I have talked have just
had the problem with delay or the seizure of goods in the Oper-
ation Exodus which has caused them to miss their expiring dates
on letters of credit or miss contract completion dates and then lose
subsequent followup deals. However, it has not been a problem, as
has been stated before, that licenses have been denied, so much as
the proczdure made it impossible for them to successfully complete
the bids or the contracts.

Mr. SieBERSON. I could point out that although I do not believe
any of our clients have had licenscs denied, one thing that has not
been said here is with the amount of detail you give in a license, if
later on before the transaction is consummated there are some
changes, you may have to go reapply for your license. You may
have one license application pending and the deal changes to some
extent, and so you may have to reapply. You are spinning your
wheels to a great extent.

Senator GorToN. I would like to thank the four of you for taking
time to come here this afternoon. I can say that I think some of the
suggestions we have heard this afternoon will, hopefully, bear fruit
in the immediate future in the reauthorization of this act.

Thank you very, very much.

[Material follows:]
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an Science.
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The United States has now come of age. We have learned the lesson
other countries learned years ago: "You must export to live." The
statistics are a strong indication of this. Around five million American
jobs depend upon export. It is estimated that every 51 billion of exports
supports approximately 30,000 jobs. Clearly, this activity is no longer
a peripheral aspect of the U. S. economy.

Still, less than gne in ten Y. S. manufacturers sell any of their
products abroad. Apathy and lack of awareness of the positive results
from exporting, combined with a significant number of other obstacles,
prevent the small business from marketing overseas.

The failure to achieve significant additional U. S. exports is the
obvious cause of our balance of payments deficit. The U. 5. has accumu-
lated a 5154 billion merchandise trade deficit over the past six years,
while Japan boasts a $76 billion surplus. As Japan, West Germany, Korea
and France enhanced their shares of the world market, the United States’
position declined. Our global competitors have out-finance, out-organized

and cut-maneuvered us.
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The changes needed to foster export encouragement for small businesses
must come 35 a cooperative effort of government and the private sector.
This type of effort is currently enhancing the trade position of our major
competitors: integrated nation-states. Today, foreign nation-states con-
verge their businesses, government and financial institutions to offer an
integrated package to compete against the lone U. S. business person.

The issue is an important one. Today's hearing attests to that. It
is imperative that we realize and break down the obstacles to exporting.

The opstacles to exporting faced by small U. S. business firms fall
into three main categories: 1) U. S. government policy and regulation;
2) information resources and their availability; and 3) the resulting
global competitive posture of U. S. firms.

True, numerous government agencies and trade associations exist to
promote exporting. Still, there is a real and perceived need for helpful
Tegislation; for easily obtainable, accurate information in international
opportunities {and mathods of accessing these opportunities); and an equal
opportunity to compete in the global martets on a fair and competitive
basis.

Let me first discuss government requlations. The U. S. is one of the
few nations in the world which taxes its citizens who are working overseas.
This severely inhibits the placement of our own people overseas. Our
country loses opportunities. Exporting savvy is most efficiently gained
through the "hands-on experience" of working overseas. Invaluable know-
ledge is brought back to the nation. Often new exporting efforts resuit.
Where double taxation of expatriots exists, as it does with the U. 5.,

it becomes prohibitively expensive to have Americans fill jobs overseas.
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Thus, overseas jobs are filled by local persons. Valuable experience never
fings its way to a U. S. national or the head office of a U. S. exporting
fimm. Tax smendments in 1982, specifically regarding Sections 91l and

913 af the [RS Tax Code, nave nelped considerably, but more is needed.

When a U. 5. expatriot fills the position, knowledge is gained for the
cross-selling of related and complimentary U. S. products. The overall
experience of the U. 5. nation in 1nternational markets is thus strengthened.
Ae can improve this situation by raising the income limit at which U. S.
expatriots experience double taxation. Or, we could eliminate double
taxation altoget-er and/or provide incentives for U. S, firms to send
more U, S. employees abroad.

Anti-boycott legislation pravides another obstacle for exporters. [t
presents ambiguous legislative Timits wnile requiring intimidative reporting
procedures. In 1982, results indicate tnat this may be less than cost-
effective legislation. There were 124 investigations. Over one-half
were dismissed with no infraction found. Of the 43 actual cases, only
three settlements occurred and $500,000 worth of penaities were imposed.
This legislation intimidates potential exporters with the soectre of
investigation.

Other U. S. government overseds business practices acts contritute
other obstacles for smill business These include the anti-trust legis-
lation and the Foreign Corrupt Practices Act. The implication an¢ vagaries
resulting from anti-trust laws promote prohititive costs for legal ex-
pertise and idvice. The Foreign Corrupt Practices Act of 1974 results in
the unnecessary extra-territorialization of U. S. law and morality. This

cripples the competitive posture of U. S. firms vis-a-vis foreign counter-
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parts that remain unaffected. The cost and 1055 of business to U. S. firms
is extreme. This form of ethno-centric law may be counterproductive to
our actualbusiness interest and represents a limited understarding of the
countries and milieus in wi, ' we must do business.

Finally, the politicalization of foreign trade through foreign policy
controls seriously harms U. S. marketing efforts. Short-term application
of controls vields no benefits to the Y. S. trade position. Instead, we
lose contracts and erode previous relationships of trust. In the mind
of most foreign buyers, the U. S. company is an unreliable supplier because
of the sometime capricious action of its government.

My second point is that the U. S. government can play & k¢y role in
addressing the widely perceived lack of informational resources for small
business exporters. This problem takes on several forms. Initially, the
problem is cne of finding the appropriate overseas market to sell to and
then determining the appropriate form of overseas representation or marketing
method. Industry and government sources are available to help. But, the
uninitiated business person lacks the awareness of such resources.

A further strengthening of the [nternational Trade Administration acti-
vities of the Department of Commerce is needed. The Seattie office under
Eric Silberstein is one of the rew such offices tiat actually helps busi-
ness people, leading them by the hand through the very complicated aspects
of becoming involved in international business. Some of the pilot programs
tried here in Seattle may have national application. The small-business
person at first may need a great deal of help in finding the opportunity

and in bringing the opportunity to completion.
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An additional impediment to available information is a lack of active
support for the U. S. business person overseas from cur foreign embassies
and consylates. U. S. business persons overseas are not getting the
assistance those agencies were designed to provide. The U. S. business
owner faces these obstacles alone. This is especially true when more
than one U. S. company is trying to sell into a foreign market. Then, the
U. S. Embassy has its hands tied, because in trying to be fair tc all U. S.
companies, they can help none. Many of U. S. business persons’ fgreign
counterparts enjoy the heip of well-crganized and integrated foreign com-
modity marketing boards. And, non-U. S. Embassy personnel are competentiy
trained in the knowledge of business, as well as in applying palitical
pressure to aid their national in getting the deal. U. S. products are
good, but havirg "the better mousetrap” .s not sufficient. The solution
is in coordination of the marketing, finance, labor and distritution, with
qovernment assistance and guidance in an integrated form s¢ as to give
the American ccmpany the competitive edge - or to at least meet the type
of competition that is alive and working fcr foreign competitors in the
world.

My third point recults from the combined effects of prohibitive legis-
lation and the lack of information. This is, namely, a weak competitive
posture in the global marketplace. Small and medium-sized U. S. businesses
cannot gain any advantage. And, faced with the government-subsidized or
enhanced bid from other countri-s, U. 5. firms just can't win. Qur legis-
lators are due congratulations for the passage cf the Export Trading Company
legislation. It is an important first step for the integration of U. S.

smail and medium-sized businesses.
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Other factors remain, including the inability of U. S. firms to receijve

adequate export credit assistance. Where the U. S. exporter is unabie to

provide matching financing, we will increasingly find ourseives replaced
as customary supplier for important markets. The U. S. experters that we
bank are not insisting on subsidized export financing, they simply do not
want to be undermined by other nations' programs. Most major American
businesses do not want a subsidy from government. However, since they are
faced with competition from companies and countries that do subsidize manu-
facturing exports, our government needs to address how we can neutralize
or equalize the fareign corporation's advantage. In this regard, I'm sure
you have already heard about the need to examine more closely our support
fo the Ex-Im bank. Also, you've heard about the unnumerable and compli-
cated problems associated with accessing FCIA insurance and the SBA

export loan program. Access to these programs involves extensive form
filing and reporting mechanisms beyond the capacity of most firms. Simpli-
fication of these procedures is necessary to increase their use.

Additional probiems also remain, including the inability of Y. 5. firms,
small or medium-sized, to service products overseas. Another hurdle is
the obvious need to focus on market share instead of short-term profig-
ability. Also, a lack of special export assistance funds means nc research
and development, no foreign marketing analysis, no modification of products,
and no meeting the needs of the foreign market. The result is no sales,

As stated at the beginning, the international sales activities and
financing of U. S. business it no longer an insignificant activity. It

is one which has to be addressed in an integrated fashion so as to allow
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us to compete in world markets. Many foreign nationals are fond of re-
minding us, in the U. S. international business sphere, that it is we,
through cur own legislation, that have done the most to disadvantage our-
selves.

We would suggest, in conclusion, that, while some progress is being
forged, there is a Jack of political leadership on the national scene in
support of free trade. It is leadership which can integrate the various
phases of American business, Tabor and government to help us compete as a
nation-state and thereby raise the standard of not only our nation, but
the world, through providing goods and services at the best and fairest

price.

Thank you.
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Today, more than ever before, a businessman facing obstacles will
turn in frustration to his lawyer for help. When those obstacles a-e in
the fieid of exports, the businessmen may discover that his lawyer ca.
do little more than share in the frustration.

Lawyers are supposed to be problem solvers. The tools that a good
lawyer uses in dealing with any probiem are the analytical ability to
discern all of the facets of a situation, the technical skill to determine
what the applicable law is, and the common sense to devise a solution
that is acceptable to all of the parties.

Unfortunately, in export matters the Tawyer may well feel as
though he has grabbed the wrong tool kit. He is like the auto mechanic
trying to tighten a 19 millimeter bnlt with a three-quarter inch wrench.
Despite his efforts, he only manages to skin his knuckles or damage the
bolt,

Any sales transaction involves many components -- market analysis,
product assembly, price determination, packaging, transoortation, method
of payment, servicing, and so on. An exnort transaction has all cf
these and much more -- export licensing, import duties, customs inspections,
currency exchange, foreian laws, foreign lanquages, and foreian bureaucrats.
Like snowflakes, no two exoort transactions will ever be exactly alike,
and generalizations must be cautiously drawn. Yet, observation does
reveal some comuon characteristics.

The following coments are based upon our own experiences, those of
fellow attorneys, and those of clients and business friends. Not sur-
prisingly, the ideas mirror both the results of the excellent survey
published on July 30, 1982 by the Senate Committee on Small Business,
and the testimony at hearings of the Committee in Spokane on October 21,
1982.
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We can observe first what the United States Government iz doing
well; second, what it is doing wrong; and third, what more it can do.

A. Programs the U.S. Government Should Continue

Looking first at the positive, there are several things the Govern-
ment is doing that are indeed supportive of exporting:

1. Eximbank Financing. In pure theory, no ane feels that
Eximbank Financing packages are desirable. Open competition is the
ideal situation; however, reality dictates that for the prusent
time American business must be permitted to maintain parity with
government-subsidized foreign competitors. Eximbank is simply the
mechanism for fighting fire with fire, and its programs must continue
for now.

2. Export Trading Company Act. Although few people see this
as a panacea, the ETCA is certainly a Step in the right direction,
We will be surprised if this new legislation actually spurs development
of trading companies as significant as the “"sogo shosha~ in Japan.
Nevertheless, the possibilities for broader participation by banks,
the antitrust compliance certificate process, and the expanded
activity of the Department of Commerce can only help U.S. export
activity.

3. Small Business Administration Program. The SBA's new
Export Revolving Line of Credit program is still unproven, but
this, too, is a positive development. By adhering to the standard
SBA approach of guaranteeing a bank's line of credit to an experter,
the new program supports private enterprise without replacing
it.

4. Department of Comnerce Information Programs. On January
17, 1983, the Department’s Seattle office of the International
Trade Administration held an all-day seminar on the Ixport Trading
Company Act. This was an excellent meeting, and it was apparent
that the ITA has a talented staff in Seattle. More of this type of
activity should be encouraged to Create ever increasing export
awareness in this region.

5. Senate Committee Hearings. Hea#ings such as this one and
its Spokane and Washington, D.C., predecessors last year should be
teld regularly so that the Senate can keep its finger on the pulse
Jf exports. There is no one-time cure to be discovered; rather,
our country’s export policies must be constantly evolving. The
Senate‘s attention must not fade, and through its activity the
export mentality can be fostered and continually renewed.
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8. How the Government Harms Exporting

Although the preceding items illustrate that Government can help
exporters, many businessmen feel the Government's failures outweigh its
successes. Here are come examples of misdirected export policy:

1. Operation Exodus. Although none of cur clients have had
shipments held up by U.S. Customs inspectors searching for for-
bidden technological fruit, everyone is angry about this program.
The statistical results of Operation Exodus leave no doubt that it
is doing more harm than good. In Seattle, between June and December
of 1982 there were 27 detentions of goods, eight seizures of
producis, and no prosecutions. Despite its good intentions, the
Government should heed the call of Rep. Don Bonker and cease this
activity.

2. Export Licenses. Exporters whose products are controlled
‘ave learned to live with the delays incurred while waiting for
their licenses. But they ask & simpie question: Why require
Ticenses at all? Products with a significant effect on national
security are so rare that licensing to protect our national interests
should affect only a few businesses. The present approach constitutes
overkill, and it is costing our exporters time and money.

3. fEximbank Budget. Eximbank financing is a orogram that
pays for itself. It should not be necessary for the annual Eximbank
budget to be subjected to Congressional approval as if it were a
drain on the U.S. Treasury.

4. Thresholds. Small businesses wishing to enter the field
of exporting for the first time may find themselves in the "Catch
22" situation of being denied Eximbank or FCIA assistance because
they have no experience in exporting or because they are too smali.
This situaticn stymies what everyone professes to be desirable,
naimely, 2ncouragement of new exporting activity. Support of small
businesses with no export track record may mean greater risk for
the Government, but th2 risk may well be necessary to achieve any
real increase in our export trade.

5. Misplaced Zeal. Too often Government agencies have patterned
themselves after the Internal Revenue Service and have adopted an
extrenely aggressive posture in enforcing regulations. Such zeal
mzst now be channeled into support of our export business, even if
it means that some violations go unprosecuted. Let us emulate the
Western European nations and Japan, where government cooperation
with business is acknowledged as a benefit to the public at large.

We note with pleasure the fact that under the Export Trading Company
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Act it is the Department of Commerce rather than the Department of
Justice which is given primary responsibility for antitrust
exenption certification.

€. New Directions For Governmental Invo)vement

There are many ways in which the Government can expand its support
of exporting. The following are a few brief sugaestions.

1. Inforwmation Services. If direct financial subsicies by
services is not. Perhaps more than any other way, this is a means
for public agencies to help small business.

One businesswoman described Government information as an
"invisible subsidy which can put our small businesses on an equal
faoting with their foreign competitors.” Our country's vast
network of embassies and consular offices should be employed in
every way possible to obtain and disseminate information to American
businesses. Too often our commercial attaches abroad are seen as
out of touchwith business reality or simply unwilling to mike an
effort to find useful answers to inquiries. The Foreign Service
career track seems to prevent a commercial officer from staying in
one place long enough to develop real expertise.

The types of data which could be collected in any given country
include: {a)} compilations of tocal import restrictions for all
commodities; (b) lists of key local government officials who can
keep shipments moving; {¢) lists of reputable imnorting agents and
distributors; and (d) data on local patterns of product consumption.
Current computer technoloay should permit such information te be
constantly updated, thoroughly cross-indexed, and easily retrisved.

We recognize that to some extent the Government is attemnting
to provide all of these tynes of information. The consensus,
however, is that nothing veally useful is ever produced. One
export manager told us that oJr Government's information services
“haven’'t been worth a nickel.” He feels that unless there is a
substantial increase in the quality of this service, the Gavernment
should stop trying to provide it at all and save our tax dollars.

If the Government sincerely wishes to invest in the export
industry, information services will not only be provided, but they
will be provided at low or no cost. Turning Commerce Oepartment
branch offices into profit centers may have an a>; »aling sound in
these days of budget austerity, but this will not encourage new
companies to enter into exporting.
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boundaries. Cur task must be to encourage those companies to
significantly increase their exporting efforts by both providing

them with incentives to do so and removing existing disincentivas.

I am a partner in the Seattle-based law firm of Davis. Wright,
Todd, Riese & Jores, and for the past year and a half have been the

partner in charge of the firm's Washington, D.C. office. During

this time I have had an opportunity to

first-hand scme of
the many barriers to expcorting faced by ocur clients, most of whom
are small and medium-sized corpanies located in the Northwest. I

have been part:cularly involved with the difficulties faced by

several cf cur clients engaged in t

re of "high tech"
eguipment in attempting to navigate their way through the maze of
U.S. expor:t regulation. 1 wculd like to address most of my
testimeny this afternceon teo that issue, which is pavticularly timely

in that the bas:c

Administration Act

The survey taken by the Serate Zmall Bus:iness Committee last

year on obstacles to exporting faced by small kusinesses revealed
that after "lack of infermaticn”, the next mcst freqguentzly

identified obstacle was regulation. The survey shows that small

businesses interested in exceri:

are deterred Ly the conplex ang
confusing nature of the export regulations, and the ccst, Taime, and

paparwork involved in attempting to understand and comply with
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I will not recite Zor you some of the hcrrer stories I have

observed. ] suspect that you have already heard a nuanber here this
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experters, large and small, are to rema:n cempetitive in world

markets. There are five
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lead over the Tas
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2. Flace mucl greater e
enfcrcearcle mult:lateral
unilateral controls, wlitch
ineffective 1in achieving the des:red result and
serve oniy to strergthen foreign competitors at
the expense of U.S. industry;

3. Streanmline the licensiny process so as to
reduce the time lag r=guired to obtain toth
licenses and reliabkle information about whether
a licence 1s regu:ired, and make licensing
information and assilstance move accessible to
small Lusinesses;

4. Reguire that the agentles administerirng export
regulations develcp & meaningful cagability to
assess foreign availability of products for
which U.S. licenses are reguived, and apcl
that informaticn s0 as to not place U.S.

cmpanies under unnecessary and ineffective
licensing restrictions;
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certain America
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I suggest that we have far m
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cnce toid me that in the electronics
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- v
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review thie present CCL,
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those items which are truiy ¢f current strategis impovtance to the
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advancerment,

.y, we can bcth more

We must recogn.ze that the United States can no longer attempt

to impose its conception of export controls unilaterally with any
realistic hope that thay will e successIful. Cnly through
meaningful multilateral contrcls, uniformly enfcrced, can we achieve
our objective of preventing or at least signii:icantily delaving,

Soviet acquisition of our critical technologies. Except with respect
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are unigue to the Urnited
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t owe do.  While

allies take 2 much rore relaxed view, often depernding cn the needs
of their econcmy. [ have been teld by more than one businessman
that they strong.y suspect that thalr foreign competition, working

through their

the COCOM iist,

harstringing ccmgetit:ive U.S.

look the csher way.
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We must stop deluding curselve

0

that the United States can

control the flow of te:

Lo tha Eastern tkloc by itself. We
must realize tl.at meaningfiul czntrcl can only be achieved if we can

convince our allies c¢f the

cf centrel. This meanc again

focusing on the technelegies Lruly critical te our security and

reducing the scope cf

list acceordingly. It means concerted

efforts to eievate COCOH %o treaty status and the inclusion of an

erforcement mechanism to iicee 1tems whiach are still on

the COCZOM lis+ are i

cenzrelled by all mexbers.

A related issue that is a pavticularly sore subject with a
number of U.S. expcrters is the great disparity in processing time
for export licenses betveen the U.S. and other COCONM members. More
than one sale has been lcst by Norihwest companies because their
foreiagn ccrmpetition was &ble TO chTéein an expcrt license much mere

quickly (i€ they hazZ to ckta:n one at all). While some exporters

«t
o
n
(V)
o
o
i
i
-

ralidated licenses, many
others operate on a much shorter time-frame and have customers who
expect prompt shipment frem inventcry. If the U.S. supplier carnot
ship because he is waiting for an export license, he risks losing
not only that saie but future sales and customer goodwill carefully
developed over a long period of time. Our technological «ivantage
is no longer so great that our foreign customers will ignore
delivery delays just tc cbtain the U.S5. preduct. This is another

reason we need tc make the licensing process much more efficient.



The crevaticn of Tuy el

ing process 1S a

source 0f great frusztratiin

nity and in my

ep.nicn, a signifisant

of U.S. expcrus.

particularly by thiose 1n tine high technslogy

area. Althcuglh the priocess a7 always beern cumberscme, the pro

32

lem

Cpe.ation INcius by

‘he result cof

regulation
sris arsund the couniry, has

the Cff:ce of Evpeore

to handle. Unt:l <he

track of license

tiie review purccess. This

<> determ.ne the status of
an expert license azgp.icaticn wille 1t was under review. I

zracking system has just been

TErove things somewhat.

Ancther preblem with tie current situation is the length of

23

rom the Department as

ves & valacdated license, and 1f so

Tris problem 13 particularly acute

N

2 has ever attempted to work with



100

the CCL knows what a

experlence it can be. It s a

complicated, with nmore tl

exceptions, ! ‘etations that often make its
appl.cation to a pari.sulsr ;r:éu:: exceedingly difficult. To its
credit, the Corrmerce Departmant has ré:ently proepcsed a revised
form:t for the CTL, which :f adorted will make the document somewhat

B
easier to use. The preoposed changes do not, however, make muc

change in the technical! standarde wiich ave the heart of the CCL and
the primary scurce of confus:icn.
fecause of the diff:iculty in using the CCL, exporters often

cannot easily determin

1
o
2N
ot
o
W
I
Ve

ir progucts reguire a validated
td )

license. Becau:se

officers in Washingion, D.C.
whe process license agplications aiss process reguests for advsory

are put ¢n tnhe kack burner. One of our

an advisory oginicn at the Commerce
Cepartment fcr more than sim manihs with no action. Exporters are
very wary of relying on oral advice as to whether a license is
reguired given the cresen: enf:::emeni climate. As a conseguence,
prudent exporters who want to avoid the risk of having their
products detained or seiced by Customs will obtain validated export
licenies for their praducts they are unsure abcut, thus fur<her
overlcading the licencsing zystem. I{ the Commerce Depavrtment paid

more attention to acdvis

0
"
«

o0P1nion reguests, I strongly suspect they

would have substantially fewer license applications.
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While there :s no Gcubt that the Comrerce Ceparim=nt has

recently taken some steps to streemiine the licens

is sti1ll significant room for 1mprovemernt.

¥

following actions be censidered in cornection wit

of the Export Adrinistrat.on Act:

1. Legislat:vely mandate that
to reguests for advisory cf
or 60 days for truly excepiicnal c

2. Amend the liegisl
statutcry proces
applications by a

es: a2
applications for "free world" cdesiirnations to
Commerce district cff.zes, whare Comrmerce
employees can more eas:ly ¢ nicate
exporters and better undersiend their
line: ang,

4. Establish a tcil-free tel

expsriers to ute te ebtain an
licens.ng 1ssues (and have T
West Ccast exporiers can
rnormal business day).

1Y

(¥

Ancther ster which should be
process and to fccus our export regulation eficrt.. more effectively
would be to eliminate the validated license reguirement fcr goods
being shipped “v the COCO!M countries, Australia and New Zealand,
which will be used :in those countries and nct reexported. F.esently
only shipments to Canada are largely free from validated license

reguirements. The Fresident's Export Ccuncil has ceonsistently
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recommended that this step be taken, based in fpart on a study
corcucted in 1923 which fcocund that in 1979, the Cffice ¢of Exror:
Adm:nistrasicn processed a total of 72,287 license appiicaticns, of
which some 22,377, or 31%, were for the COCCX countries, Australia,
andé Mew Zealand. The study founrd that not one of these applicaticns
was denied! This step alone wiuld do much to alleviate the present
overloaded license processing procedive. Given the Departimant of
Commerce’'s aprarert reluctance to adsgt this measure

adrinistratively, 1 suggest that the Co:

jress do so by legislat:cn,
or at the very least, that 1t d:irelt the Depariment to report back
within six months as t¢ why the treztment precsently acccerded Canada

should nct be extended to our cther allies.

The Expcret idministration ~ct of 1¢7¢ directed the Department
of Commerce tn cdevelop a capakbility te assess Zoreign availabilty of
goods for whjch the U.S. reguires valxéated licenses, and
specifically earmarked $1.25 million dollars for that purpose.
Section 5(f) of the Act clearly reguires that 1f goods are available
from foreign sources such ¢hat the reguirement of a validated
license would be 1neffective in achieving cur polily orjestives, a
validated license may not be reguired unless the Fresident

specifically datermines that export ccnircls must be maintained,
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notwithstanding forei;gn avarlanility. UDespite th

concept of foreizn availadiiity as a limitaticon

continues to be a hollcw shell, mucli to the detriment cf U.S.
exporters.

I understand that the Jepartnm
to take scme very limited aciion
area of foreign ava:ilab:l:ity. I we

reguire the Derartment tc veport back, petliars

on i%te progress in developing a mean

program. This 1s pavticularly important for small kusinesses whose

procducss are presently subject o v ! rejulrements

that they are nct likely to have the ve: <o be able o to
‘srmation aposut foreign availatil

of the prasent portien of

states that
the representat.sns of applicants as to feoreign avallakility ave
insufficient evicance. I would suggest that th2 statute be amended
to provide that such rerresentations sheuld be sufficient unless
contradicted by reliable information. In many cacses, particularly
for larger exporters, the applicant 1s likely to be the party with
the most reliable 2vidence of fore:gn availleoiility because he will

have some knowledge of his compet.ticn.
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have ever been effect:ive in ach

were instituted. We are alone in to

which we attempt To use resticticns coil the expert of cur products

for foreign policy purcoses. Not only do our allies rafuse to

A

cooperate witli our foreagn polity conirols, kut on numercus

occasions have used them as an OfFFortunity to exgand their own

export activities to the cdetrimens of U.S. agriculture an
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UNITED STATES SENATE
SELECT COMMITTEE ON SMALL BUSINESS
HEARING FRIDAY, FEBRUARY 11, 1983

New Federal Building 195 2nd Ave. Seattle, WA 48174

STATEMENT BY:

ROBERT MACDONALD, PRESIDENT, ALF. CHRISTIANSON SEED CO.
BEFORE SUBCOMMITTEE ON EXPORT PROMOTION AND MARKET
DEVELOPMENT AND THE SENATE COMMERCE AND TRANSPCGLTATION'S

SUBCOMMITTEE ON SCIENCE
SENATE SMALL BUSINESS COMMITTEE

February 11, 1983

TESTIMONY

My name is Robert MacDonald

1 am President of Alf. Christianson Seed Co., with headquarters

in Mouu. Vernon, Washington, My business and working career

with that company extends one year less than one half century.

I have been President of that comapny since its incorporation
Twenty Five years .ugo. My company by most standards would qualify
as a small business, we however, reserve to ourselves a stature
of importance inasmuch as we, as a vegetable seed grower, are
providing for mankinds basic needs ~- vegetables and we are of

some consequence internationally in the vegetable seed trade.
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In order of fmportunce within our expericnce we would vategorize obstacles
to exporting as follows:

1. Capital - that is working capitul requirements.

2. Foreign exchange rates disparities.

3. Overt or covert restrictive import practices on the part of some of

the countries that we sell to.

{ shal) deal with my oumber one category first - Capital - that is working

capital requirements.

Dus ing my almost one half century of commercial vegetable seed giowing, 1 have
lived through sustained pefives ot toil, sweat and fear - fear of the

possiblility of tomurrows or next years insolvency - that is not to say I have
vot smelled the Hluwers or vegetable sevds slong the way nor have not munaged

sume fult enroute.

The veed = requirement ol adequate working capital was my everpresent concern.
Attributable to vur substuantial progress of more recent years in worldwide
marketing has been the tax deterred provisions of the internal Revenue since

its cnactment in 1971,

Unfortunately subscgquent diminutions in the tax J-ferment considerations for
DISC (Domestic International sales Corporations) carnings in international
trade have substantially reduced the benet its tormerly derived from DISC

chactients.
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Funds accrued from DISC tax deferments have been of considerable benefit
in Research and Development, in meeting added costs pertaining %o aggressjve

export sales marketing and in general providing for needed working capital.

I would strongly urge the government of the United States to add +o rather

than take away from the tax deferred bencfits extended to DISC corvrporations.

Remember we are talking about tas deferral in this sense, not of tax reduction
or of tax forgiveness, ft is fn cffect tle equity stake of the Unlted States

Goverament in the furtherance of trade abroad.

We will now direct our attuntion to the second of our ssjor obstacles to export

markoeting - Foreign cxchange rate disparities.

Formlng part of this report and to be incorpurated hercin is a copy of my
talk to the Wedtern Wushington Horticultural Assocfation at their annual
meeting in Olympia, Washington January 6, 198] wherein | detailed certain

national currencies declines in relation te the U.S. Dollar.

17-870 0 - €3 - 8
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HIGH INTEREST RATES
DOLLAR VALUES
AND THE WORLD MARKET

Bob McDonsld, A¥ Cheistiansen Seed
Mt. Vemmom, WA

The devastating effect of recent escallations, fluctuations and gyrations in interest eates over the
past particularly two years reaches all of us.

If you are a borrower — it is 2 famine — & drought —

If you a lender — it is & harvest — a bonanza
in one way or another — maybe sometimes a plus factor tending to minimize or to offset a mians
factor — we are all affected.

* The prime rate in 1980, for instance, froma hn;h of 20 percentin April fellto 11 percentin July —
then zoomed to 21 percent by the end of the year —

That Is Chaos

The prime in 1981 did go over the 1980 high and the fluctuations through the year to date wers
not 3o violent — as of December 18, 198! the prime was quoted at 15!4 percent.

Using the prime asa yardstick and correlating; Morrgage Interest, Consumer Conditional, Sales
Interest, Short Term bank borrowing Interesi, etc., etc. The cost burden and the inability to make
effective long range plans have resulted in rising bankrupicies of corporations, small busincsses
and of individuals.

“The other side of the coin™ of course is high interest earnings an invested funds in; Money
Market Certificates. Money Market Funds, Certificates of Deposit, Government Securities, etc.,
erc. The outflow of funds to which has had an extremely adverse effect upon savings institutions.

These circumstances and fluctuations in money costs of recent and present experience point to
the necessity for remedial action.

It is incumbent on a capitalistic society. from both a domestic and international standpoint, to
protect the integrity of its monetary standard.

In these days of political unrest and fiscal uncertainties the matter of foreign currency values in
relation to the United States dollar is of extreme importance.

Changes in values of international currencies are truly of concern to me inasmuch as the greater
part of our business — as much as 70 75 percent is in foreign commerce.

Regardless of the fact that all of our quotations and invoice pricings are in U.S. dollars, insome
instances in irrevocable letters of credit in U.S. banks and the fact that thereby we do not sustaia
currency losses or gains. the ability of a foreign buyer to place his order for our goods, vegetable

seeds or any other commodity. with a U.S. supplier for payment in U.S. dollars is considerably
constrained when his national currency is at a discount with that of the United States.
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The foreign buyer has no desire to sacrifice his currency, if he can buy elsewhere from currencies
at & comparative }<vel with his own.

The European Economic Community is an example of comparative currencies.

We have tracked relative foreign currencies over the past few years particularly those with whom

we do business; over the period from December 31, 1979 to our last figures as of December 22, 1981
we have the following comparatives:

from To ToUS.$ %
Japan . 280.4 « 2191 Yen-Gain 089
Denmark 5.35 138 Krooe-Loss 319
Netheriands 1.90 248  Gulder-Loss 305
France 4.02 5.76 Franc-Loss 433
Bntain 45" 53 Paund-Loss 178
Mexico {7-81) 2.8 26.14 Peso-Loss 146
Goid 533.00 403.70 Ounce-Loss 283

per abridged summary as follows:

Foreign Exchange

Per U.S. Dollar
Japan Denmark Netherlands France Brittain Mexico
Yen Krone Guilder franc  Pound Peso Gold
1979
Dec. 31 2404 5.35 1.90 4.02 45 533.00
1930
Julyl 2195 5.46 1.93 408 42 22.80 660.00
Dec 30 2028 599 213 452 42 2315 568.50
1981
wuned 2269 751 2.65 5.72 52 24.45 423.50
Dec 22 2191 738 2.48 5.76 53 26.14 403.70
%
Gain
Brioss 089 319 305 433 1718 146 243
Per
Us.$

To the extent that a foreign buyers currency has lost ground to the United States dollar in the
nercentages indicated,

France 433
Denmark 379
_ Netherlands .305
Britain 178
Mexico 146

+n¢ compels a buyer to look for a better deal elsewhere — we have been substanually affected by
“ese disparities.

L.ook at those percentages again~

France has lost almost half of its purchasing power against the United States dollar
Denmark has lost over one third — others have relatively high losses
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Comparative international currencies relationships sre the distillations of international

relationships expressed in currencies —

peace, war, politics — economics

harvest, famir.e
All have their place in the comparisons. High interest rates in the United States have been referred
to in the more recent comparatives as @ causative tactor in the disparities.

Equilibrium in currency relations among trading parties or trading partners should be
considered a reasonable objective for men of goodwill. 7

Trade deficits and balances of payments between ourselves and our international fricnds and
allies amounting to billions of dollurs annually must be corrected if we are 10 regain reasonable
comparisons in foreign exchange currencies.

A very solid case can be made for the retura to, or the establishment of an international gold
standard. The United States dollar and the currencies of many other countries are recognized only
by name, they are nat measures of an internationally accepted intrinsic worth.

For us long as gold supported the currencies of trading nutions its strength supported the
consummatiun of international transactions. ) )

President Regan’s commitment to a balanced budget and to domestic fiscal responsibility could”’
be considered a leading factor toward financial stability between nations leading thereby to
broader fields of internutiona) accord, we should endeavor to hasten that day.
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The disrarities,at that time lrom the comparative figures of December 31, 1979

and December 22, '981 have further declined as of Januacy 25, 1983 as herein

detailed
12/722/81 1/25/83
% %
Japan Gain 8.9 Loss 7.6
Denmark Loss 37.9 Loss 135
Netherlands Loss 30.5 Loss 6.6
France Loss 43.3 Loss  le.l
Britain Loss 17.8 loss 18.7
¥ oxico . Loss 1i.6 Loss 82.4

in the case of Mexico approximatcly 85% of the value of their currency in

relation to the U.S. Dollar hus been wiped out since Ducember of 1979,

It is apparent normal commercial relattonships buelween debtor and creditor

natfons can not endure with currencies at such disparities.

1 will now address my third category of ohstaclies tequiring remedy to a
greater or lesser degree, namely restrictive practices overt or covent on the

part of our trading purtners.

We had a problem with one of vur pouvd trading partaers - Japan = whereby
over ‘restrictive quality standards reluting to some of our crops threatened our

«atinuing doing business under those standards.
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We mot thac prohlem (n collaboration with Wushiugton State University and
their Senlor Pathologist Dr. Richard Cabrielson by traveling to Jupan and

tackling this provlem at  jts source.

By the coordinated cfforts of our Japanesy trade, Washington State University,
The American Seud Trade Association, The Oregon Seed Trade Associaton, and
ourselves, partially eliminating this problem with the Jupanese authoritices.
Canada, South Africa, and Austral ja also have weed or phytusanitary restrictions
that are unduly restrictive. [t is our understanding that these rés:ric:tons
are part of thelr sced laws and that it takes legislative action to change them.
We are aware of the restriciions and have been able to ship into these areas

successfully.

Before ' conclude my remarks and ask for your questions I would like to tuke
a bow on behall of my company, its employees and all of those who provided the
effort resulting in our being piven

"PHE PRESIDENT'S "E" AWARD"
in the words of Mr. Malcolm Baldridge, Secretary of Commerce

*in recognitjon of outstanding contributions to

the increase of trade abroad."

Thank you.
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Senator GorroN. Now we did announce that we would allow
brief statements by people who are not specifically on the program.
We have one signup, Mr. Kezner.
hixlnf he will come up to the podium over here, we will hear from

If there is anyone else who wishes to speak, if you will come up
here to this entrance and sign up, we will be delighted to hear
from you as well.

Please state your full name and your company’s name for the
record.\

STATEMENT OF LARRY KEZNER, R. F. POWER LABS

Mr. KezngrR. My name is Larry Kezner. I work for a company
called R. F. Power Labs. We are located in Woodenville, Wash. We
are a small electronics company. We manufacture relatively sophis-
ticated laboratory-grade RF amplifiers. We also manufacture ama-
teur radio amplifiers and communications-related products, satel-
lite-uplink equipment, marine amplifiers, basically that type of
equipment.

About half of our sales are related to exports.

In comment here, just as a brief synopsis, I do not believe that
the Export Administration Act can be repaired or refined. I think
it needs a significant overhaul.

Inasmuch as so few licenses have ever been rejected—nobody
here can say that they ever heard of one—it has only caused delay,
financial delay.

If there has to be any kind of control at all, it should be on the
basis of a preapproval where you select the equipment or products
of your market efforts, that you are going to try to sell these prod-
ucts in every country in the world. Then you can get your approv-
al. You can be free to sell this product, and sell it repeatedly with-
out having to repeatedly reapply.

That is basically it. Thank you.

Senator GorToN. Thank you very much, Mr. Kezner.

We do have one other signup, Mr. Burns from the Whatcom
Chamber of Commerce.

Mr. Burns?

Please give us your full name.

STATEMENT OF JERRY BURNS, DIRECTOR, BUSINESS INFORMA-
TION CENTER, WHATCOM CHAMBER OF COMMERCE AND IN-
DUSTRY

Mr. Burns. Thank you, Senator.
. I am Jerry Burns, the director of the Business Information

Center for the Whatcom Chamber of Commerce and Industry.

In addition to chamber employee, I am also a Small Business Ad-
ministration counselor and a liaison officer of the Department of
Commerce, both volunteer positions. -

"~ Much of what I would have said has already been covered today, -
but I do have one tangible suggestion that I think it might be
worthy to consider, particutarly in the area of lack of information.
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The kinds of exporters that I am working with are would-be ex-
porters or very, very small, young exporters. We try to motivate
them and then give them a hard with it.

The lack of information on our level is really very dramatic. It is
an irony that while various agencies may design programs with
benefits to the business community, there is never a budget for
marketing them. Thus, the program may, and quite often does, lay
on the shelf for years until somebody comes along and finds it.

One suggestion that I would make is that a number of programs,
particularly certain of those of the International Trade Administra-
tion, ought to be used as promotional tools in stimulating export
development. I am speaking of such as the trade opportunities pro-
grams, the world trade or data reports, tailored export marketing
plans, and the agent distributor service. There are others.

Much information exists, but the cost is frequently prohibitive to
the would-be exporter. Again, I would suggest that the information
be used in detail as a promotional tool. Perhaps costs could be re-
covered after the consummation of a successful export deal based
on a percentage of net profit or something.

That is really the point I want to make. If we can get the infor-
mation that exists, not stuff that we have to buy, that we have to
incur a debit to create, just use the information that we have, then
we in Whatcom County I know can get more people directly in-
volved in exporting, but they cannot take sometimes thousands of
dollars to develop a marketing plan on the premise that a market
may exist.

If we really want to get some of these small people in it, let’s use
what we have and then, if somebody actually does succeed in get-
ting all the way through it, take a percentage of it or something.

Thank you.

Senator GorToN. Mr. Wambolt, from whom we heard earlier but
who has another point to make.

STATEMENT OF RONALD WAMBOLT, DIRECTOR OF INTERNA-
TIONAL OPERATIONS, JOHN FLUKE MANUFACTURING CO., INC.

Mr. WamsoLTt. Senator, I will not take up very much of every-
body’s time here on a Friday afternoon, but I do want to urge you
to use your office to the extent possible to help improve our trade
relationship with the People’s Republic of China.

As Mr. MacDonald said earlier, doing business today with most
of the countries in Latin America is extremely difficult because of
their economic problems. Qur business in that part of the world is
less than one-third of what it has been historically. Therefore,
wanting to continue to be a fast-growing company, which we need
to be in our industry, we look for other markets around the world,
and one on which we have focused a lot of our resources is the Peo-
ple’s Republic of China, only to be hindered by our own Govern-
ment.

Counselor Gee of the Embassy of the People’s Republic of China
in Washington addressed the Washington State-China Relations
Council at their annual dinner meeting the week before last. He
listed a number of items that are causing a problem for his country
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in doing business with China. I am certain that if those items were
at least improved, it would enhance our opportunities there.

Among the things he listed was the inability for U.S. companies
to dge’c export licenses to get our technology. Our technology is
badly needed by the Chinese if they are to meet their growth ex-
pectations. They expect to grow by the end of this century at a
greater rate than both Japan and Germany did during the sixties.

When he was questioned about how feasible that was, his answer
was, “Well, if the Germans and Japanese can do it, certainly the
Chinese can.” However, they can only do it with the help of the
United States.

If we can get our export licensing procedures at least in line with
what other companies experience, particularly in Japan and the
United Kingdom, it will be very helpful to us.

Another area he addressed was narrowing the balance-of-trade
disparity between the United States and China. In 1982, China did

ve a very positive balance of trade but it was severely negative
with the United States. One of the primary reasons for it was the
tixota that had been placed on the export of Chinese textiles into
the United States.

Obviously, if we buy more from the Chinese, then they are going
ao buy more of our products, and we badly need that business these

ays.

As Mr. MacDonald also said, the high value of the U.S. dollar
has caused U.S. products to increase substantially, which has se-
verely reduced our business in our traditional markets. That busi-
ness 18 available in China. There is no doubt about it.

In a couple weeks I am leaving for China, my seventh trip in the
past 2 years, but it is darned frustrating to spend time traveling
around that country finding business and then not being able to
get a license for it.

The final thing that I believe Mr. Gee mentioned, aside from im-
proving the balance of trade and giving more of our technology,
was an item I do not remember. However, I would urge you to get
a copy of his speech. Governor Spellman was at that dinner and is
getting a copy.

Senator GORTON. Let me ask you one more question with respect
to your company.

you successfully do business both in the People’s Republic of
China and in Taiwan?

Mr. WaMmsoLT. Absolutely. In fact, in a couple trips I have gone
from one country to the other, and any goods I was carrying from
China they did not want in Taiwan, they seized and held until I
left. We have no problem in doing that. We do business in both
countries.

Senator GorroN. Thank you very, very much.

Mr. WamsoLr. Thank you.

Senator GORTON. Mr. Betts?

STATEMENT OF GERALD E. BETTS, MARKETING MANAGER,
ELDEC CORP.

CoMr. BerTs. I am Jerry Betts, the marketing manager at the Eldec
rp.
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I would like to expand on a point that Mr. Gellert made earlier.
We believe we have a positive suggestion for reducing the problem
of getting export licenses. That simply is for those items that are of
a nonmunition nature exported to the free world that the exporter
be given a self-certification process.

Each exporter would establish his own policies and procedures
which would be approved by some relevant Government agency.
This is very similar to the process we now go through in obtaining
and maintaining classified materials. It is very similar to the proc-
ess we go through when we build goods under Government contract
and have 8 Governruent inspector in our plant visit us. We estab-
lish a set of quality standards to which a Government agency
audits and inspects our process.

Why can’t we use this established procedure for handling classi-
fied material for building material, the same material we are
trying to export, to license the export of these products? It seems
like a good process. It seems like we have a lot of experience in it,
and it is working very well.

I think we could serve the need of national security, and'l am
certain we could reduce the paperwork and the expense of doing so.

Thank you.

Senator GorToN. Thank you very much, Mr. Betts.

With that, I would once again like to thank both the formal pan-
elists and those who have come up and offered their ideas as well.

I now declare this meeting to be adjourned.

Thank you all for coming.

[Whereupon, at 3:55 p.m., the hearing adjourned.]
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